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MID-CONTINENT TRUST CONFERENCE 


TO GIVE IS TO HOLD 
SHARITABLE CORPORATION OR TRUST? 


id wa ge. 


Fishing through the ice on Lake Waramaug, Conn.—Photo by Mark Shaw 


For a better way to take care of your nest egg 
talk to the people at Chase Manhattan 


So many otherwise well-ordered people 
unaccountably lose their touch when 
the subject is personal investments. 

If you're letting investment cares 
compete with the quiet hours—don't. 
Get hold of The Chase Manhattan 
Bank’s Personal Trust Division right 
away and let it take over. 

Such nuisance details as stock rights 
and record keeping, call dates and cou- 


pons are Chase Manhattan’s dish of 
tea. Let them trouble you no more. 
And, if you're interested, the Per- 
sonal Trust Division will act as your 
Executor and Trustee, advise you on 


your investments and plan your estate 


‘ with you and your lawyer. 


For detailed information about the 
nest egg service that most interests you 
phone LL 2-2222 or write to: Personal 


Trust Division, The Chase Manhattan 
Bank, | Chase Manhattan Plaza, New 
York 15, New York. 


THE 
CHASE 


MANHATTAN 
BANK 














some 
answers to 


questions about 


INT 


The first questions generally asked about annuities are—how much will I get; for how long; what about 
income taxes and how much goes back to my estate when I die? Here in brief are the answers for five principal 
types of single premium annuities. The examples of monthly payments shown below are produced by a 
deposit of $50,000 by a male annuitant age 70 and these payments would begin one month after the deposit 
was made. All figures reflect Manufacturers Life’s low annuity deposit schedule. 







































1, Annuity— Without Refund Lifetime monthly income, $425 


(tax levied on 19°% of this amount*). As there are no further benefits after the death of the 
annuitant, this kind of annuity produces the highest return per $1000 deposited. 


2. Annuity—10 Years Certain Lifetime monthly income, $369.50 


(tax levied on 24.2°% of this amount*). If the annuitant dies within 10 years of the date the deposit 
was made, the same income will continue to a beneficiary until the end of the 10 year period. 


3. Annuity—15 Years Certain Lifetime monthly income, $322.50 


(tax levied on 27.4°%% of this amount*). If the annuitant dies within 15 years of the date the deposit 
was made, the same income will continue to a beneficiary until the end of the 15 year period, 


4. Instalment Refund Plan Lifetime monthly income, $352 


(tax levied on 27.6°% of this amount*). If the total income already paid at the death of the 
annuitant is less than the amount originally deposited then income payments will continue to 
a beneficiary until the total of all payments equals the amount deposited. 





5. Cash Refund Plan Lifetime monthly income, $339 
(tax levied on 24.8°% of this amount*). If the annuitant dies before the totai of all income pays 
ments equals the amount deposited, a cash refund for the difference will be made to a beneficiary. 


*Federal income tax only; Retirement Income tax credit may further reduce tax liability. 


LOOK TO MANUFACTURERS LIFE for leadership in high returns to annuity clients, flexibility of 
annuity plans and services based on wide experience. For further information on annuities, 
contact one of our Branch Offices in the following cities or write direct to our Head Office. 


BRANCHES IN THE FOLLOWING CITIES: Baltimore e Boise THE 

Boston e Chicago e Cincinnati e Cleveland e Columbus e Denver MAN ii FAC 7 u 2 RS 
— e Flint e Grand Rapids e Hartford e Honolulu e Indianapolis 

0s Angeles e Miami e Minneapolis e Newark e Oklahoma City 

Philadelphiae Phoenixe Pittsburghe Portlande Richmonde Saginaw INSURANCE é e a COMPANY 

San Diego e San Francisco e Seattle e Spokane # Washington, D.C. HEAD OFFICE (Established 1887) TORONTO, CANADA. 
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Call on Houston's First City 
For ANY Trust Service 


The Trust Department of Houston’s First City National Bank is outstanding 
in staff and facilities. Its trust officers are men of exceptional experience and 
judgment in their fields, and a wide range of services is offered for both 


individuals and corporations. 


For INDIVIDUALS: 


e Executor 

e Administrator 

e Trustee under Will 

e Trustee under Agreement 

e Insurance Trustee 

e Guardian of Estates of Minors 

e Agent 

e Agent with Investment Assistance 
e Escrow Agent 


e Depositary for Safekeeping 


the new 


FIRST 
CITY 


NATIONAL | 
BANK of Houstowt af 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


FoR CORPORATIONS: 


e Trustee under Agreement 


e Trustee under Pension and 
Profit-Sharing Plans 
e Transfer Agent 
e Registrar 
e Dividend-Paying Agent 
e Depositary for Corporations 
or Committees 


Agent, with Investment Assistance 
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Cover Picture .. . Christmastime down South 
is just as full of good cheer and bright lights 
as it is in other parts of the country, even 
though it has to do without the “white Christ- 
mas” that is common to the North. This view 
of Dallas, scene of the 30th Mid-Continent 
Trust Conference reported in this issue, was 
taken on November 24 at 6:15 p.m. from the 
observation deck of the Southland Life In- 
surance Company building (Southland Cen- 
ter), tallest building west of the Mississippi. 
Dallas has constructed more new office build- 
ings since the end of World War II than any 
city except New York. It is now the 14th 
largest city in the United States. 


Photo by John Rogers 
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CORRESPONDENCE 


Charity and Taxes 


I have read with much interest the Re- 
port of the Subcommittee on Use of 
Charitable Gifts in Estate and Tax Plan- 
ning, which appeared in the October is- 
sue. | have a question about Section 
xiii, “Short-Term Trusts for Charity, on 
page 906. The Report states that this 
trust “is particularly appealing to the 
high-bracket client who would like to ex- 
ceed the usual 20% or 30% annual limi- 
tations for charitable contributions.” 

As I understand Section 673(b) of the 
Code, the type of beneficiary eligible to 
receive income from a short-term charit- 
able trust would be those described in 
Section 170(b) (1) (a) (i) (ii) (iii). In 
the paragraph from which I quoted 
above, did the writers intend to convey 
the idea that organizations such as foun- 
dations and others which are eligible to 
receive gifts based on the 20% limita- 
tion would be eligible to receive income 
under a short-term charitable trust? 

Robert F. Sharpe 
Executive Secretary 
Department of Stewardship 
Back.to the Bible Broadcast 
Lincoln, Neb. 


Author’s Reply 


It was not the intention of the com- 
mittee to convey the impression that all 
charities might qualify as beneficiaries 
under short-term trusts. However, upon 
re-reading the paragraph referred to, it 
is easy to see how this impression may 
have been given. It would undoubtedly 
have been better if the phrase “20% or 
30%” had been omitted. 

This might further have been clarified 
if the words “if made payable to a char- 
itable beneficiary of a type described in 
Code Section 170(b) (1) (A)” had been 
added at the end of the second sentence 
of the paragraph. However, the commit- 
tee apparently felt that this was unneces- 
sary in view of the reference in footnote 
113 to Code Section 673(b), which sets 
forth this limitation. In striving for brev- 
ity pertinent information is sometimes 
omitted, but I believe that ths is one 
place where the committee might have 
been a little less sparing in its words. 

John R. Golden 
Subcommittee Chairman 


Chicago, Ill. 


Insurance Loans 


It was interesting to note the letter 
from Mr. Harry M. Zekind in your Sep- 
tember issue. I have heard many an- 
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THE EDITORS of TRUSTS And ESTATES Announce: 
The NEW REVISED Edition of 
TRUST FUNCTIONS 





SI 
"Php, 
ED 


For 30 years this practical and authoritative book has 
@] served both the TRUSTMAN and LAYMAN as the best and §@ 
quickest INTRODUCTION TO TRUST BUSINESS. 


FOR A BETTER UNDERSTANDING OF TRUST BUSINESS 
USE TRUST FUNCTIONS SIMPLIFIED To: 


@ Tell commercial bank employees what the Trust Depart- 
ment does — they can be your best SALESMEN. 


@ Distribute to all newcomers in your Management Train- 
ing Class to generate an understanding and interest in 


TRUST ACTIVITIES. 


@ Distribute to bank customers — so they can appreciate 
the advantages of their own bank’s Trust Department. 


@ Give to every new Trust Department employee. 


@ Give to directors, advisory board members, and selected 
stockholders, all of whom are prospective customers and 
salesmen of the Trust Department. 


@ Supplement reading material in local schools, universities, 
and libraries — a wider understanding of the need for 


TRUST SERVICES can begin with the STUDENT. 


@ Guide lectures or courses about TRUST DEPART- 
MENTS. 


4 4 COMES FREE WITH EACH ORDER 
A ‘CLASS LEADERS MANUAL Sik te Ga euae Guan, 
TRUST FUNCTIONS SIMPLIFIED was first printed in 1927 by 
the late R. R. Bixby, a noted Trust Consultant. This new revised 
edition has been prepared by the editors of TRusts AND EsTaTEs 
magazine with the assistance of George S. Vrionis who was asso- 
cited with Mr. Bixby and collaborated with him on the first 
edition. Mr. Vrionis was a trust official for many years and is pres- 
ently a consultant to TRUsTs AND EsTaTEs. 





SINGLE Copy PrRicE: $1.50 Quantity prices on request 








FIDUCIARY PUBLISHERS 
50 E. 42nd Street New York 17, N. Y. 


C] I enclose check for $1.50 for one copy of “Trust Functions Simplified.” 


[| Please send details on quantity prices. 
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swers from insurance people to the 
questions raised in my letter in the 
August issue. But this is certainly the 
most ingenious one yet. At least he does 
admit the transaction is not a loan, and 
that it is the policyholder’s own money. 
Many policyholders who have “bor. 
rowed” from insurance companies will 
be surprised to learn this, as they be. 


lieved they were getting a loan. 


But there is one fact Mr. Zekind over. 
looked in my previous letter which 
might help him understand the fallacy 
in his reasoning. This is the fact the 
face value of the policy is reduced by 
the same amount the policyholder re. 
ceives. Thus, even if you call the inter. 
est payments a “service charge” as does 
Mr. Zekind, the question still arises as 
to why the policyholder is made to pay 
a charge when he is receiving less “in- 
surance service.?” 


John J. Carroll 
Vero Beach, Fla. 


Scientific and Engineering 
Developments Column (Sept. p. 792) 


Your idea is a good one, and I be. 
lieve a great deal of assistance will be 
provided the investment and analytical 
fraternity by sharing with it the ideas 
and applications indicated for your cdl- 
umn. Much of the technical data te. 
ported and discussed in the daily press 
and trade papers require an engineering 
degree for proper interpretation, and 
most news releases stop short of the final 
step — that of assessing the probable 
(not possible) impact on existing serv- 
ices and industries. For example, what 
will be the probable impact (and when) 
on the electric utility industry of the 
full cell, the solar battery, and thermo- 
hydraulic or thermonuclear devices? 
Also, when, if ever, will the much dis- 
cussed sea water conversion be eco- 
nomically practical on the large scale 
basis necessary for our cities and indus 
tries? 

You are, in my opinion, definitely on 
the right track. From an_ investment 
angle, the great question is not merely 
the possibilities of a new discovery 
process, but rather what the impact will 
be on today’s industries. I realize this 
is a big order, and one which will not 
lend itself to 100% solution; however, 
any answers obtained will represent gain 
in a field which to date has been largely 
neglected. 

T. E. Longden, 
Trust Investment Officer 
First Pennsylvania Banking 
& Trust Company 
Philadelphia 
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NEW TRUST BUSINESS IS COMING IN FASTER 
than, in more and more cases, it can be 
handled by the present trust department 
staffs within normal working hours. This 
leads to a personnel problem which could 
become more acute as the trend continues 
unless attention is given and action 
taken to relieve the pressure. In turn, 
delay, haste or inexperienced assistance 
can do much harm and even create loss of 
confidence. Talks — formal and informal — 
at recent conventions, such as the Mid- 
Continent Trust Conference and the Finan- 
cial Public Relations Association meetings 
(reported herein), indicate that the con- 
cern is not how to get more fiduciary 
business but how to select and administer. 
There is too much spinning of wheels on 
unprofitable business. .... 

Few other "industries" can show as great 
a growth as this ones: assets in national 
bank trust departments alone (about one- 
half the nation's total), doubled from 
$37 to $73 billion in just the past five 
years. There is danger in this lush time 
of getting complacent and relaxing devel- 
opment effort. Today's business, however, 
was born, mostly, many years ago, and it 
is well to recall the troubles of Ford 
Motors when it coasted too long on the 
momentum of the model A..eeeee 


Besides the growth factor ($11.6 billion 
of estate assets reported in 1959 returns 
were a 13% increase from '57) the composi- 
tion has been changing to where corporate 
Stock now accounts for 43% of such es- 
tates, with the next highest percentage 
(21) in real property. Parenthetically it 
is well to point out that the life insur- 
ance figure — only 6% of estate gross 
assets — does not reflect the billions of 
dollars of such interests that, because 
of favorable tax vehicles, are not re- 
quired to be included in estate returns. 


It might be added that in either reten- 
tion or new selling of trust services, 
overemphasis on tax savings not only does 
injustice to many more important con- 
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Siderations, but actually misrepresents 
the character of Insurance and Trustee- 
Ship. A more affirmative approach is re- 
quired, from the provision of skills and 
facilities to control the changing estate 
asset "mix" to handling or helping with 
problems related to the accounts. 
* ae ae 


"TO GIVE IS TO HOLD" MAY SOUND PARADOX- 
ICAL but the relative impacts of the Fed- 
eral estate and gift taxes can often dem- 
onstrate the truth of the statement. While 
it is rather generally recognized that ir- 
revocable transfers will accomplish estate 
tax savings even at the cost of a gift 
tax, there are some niceties involved in 
the selection of the subject matter of 
the gift. These considerations are dis- 
cussed and charted at p. 1102. 

* % * 

FEDERAL RESERVE HAS BOOSTED RATES FOR 
SAVINGS and time deposits and certificates 
to member banks — 3%% for six month de- 
posits and up to 4% for one year or more — 
Supplanting existing maximum 3% rate, ef- 
fective date to be January 1, 1962. This 
step should help commercial banks to com- 
pete for savings, as well as assisting in 
retention of foreign funds which might 
otherwise seek higher returns abroad, thus 
intensifying outward capital flows. The 
maximum 2%% for time deposits and certifi- 
cates of less than six months remains un- 


affected, as well as the 1% rate for less 
than 90 days. 


THE CONSCIENTIOUSNESS OF TRUSTEES IS 
SURPASSED only by their reticence in tell- 
ing their associates, stockholders and 
prospects about their achievements. The 
basic principle of keeping the confidence 
seems often to be carried to the extreme 
of "tell ‘em nothing" lest you tell them 
Something. Within the coming weeks a new 
crop of annual bank reports will be dis- 
tributed to the local community — through 
press and select lists — as well as among 
the staff and committees. Will they con- 
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tain such information as: the number of 
beneficiaries served and amounts distrib- 
uted, the number or per cent of accounts 
managed for "non-millionaires," the growth 
of assets entrusted to the trust depart- 
ment in various degrees of responsibility? 
Away back in '39 (page 486 of April issue) 
an article entitled "A New Kind of State- 
ment" was published to suggest data of 
interest to bank stockholders and the com- 
munity. Perhaps this year more trust de- 
partments will tell such stories and more 
banks let the public know they offer such 
services. 

ok * * 

PUERTO RICO KEYS DEBT TO ABILITY TO PAY. 
Constitutional amendment voted December 10 
limits debt service to maximum of 15% of 
local annual revenues during preceding two 
years. This approach responds to fact that 
property taxes represented only 6%% of 
total revenues in 1960-61, hence 10% limit 
of assessed property value was archaic 
gauge of debt validity. Dr. Rafael Pico, 
president of the Government Development 
Bank, states that debt Service now ap- 
proaches 7% on new basis and that 11% is 
probably the maximum practicable figure to 


allow a margin against declining reven- 








ues. In the U.S., only Connecticut and 
Mississippi have moved toward the debt 
service approach in setting state debt 
limits, but this may mark a trend. 


she sh 
* * * 


RECORD 26.2% OF TOTAL STOCK VOLUME ON 
NYSE on September 13 originated with in- 
Stitutions and intermediaries, according 
to llth Public Transaction study, which 
represents almost 2 million shares bought 
and sold in the single sample day. The 
trend in this sector has been rising 
steadily since 1954, not alone in per- 
centage of total but in actual volume as 
the market has broadened. "Institutions" 
include pension funds, profit-sharing 
plans and personal trusts, while "inter- 
mediaries" list as "most important" busi- 
ness sources commercial banks, trust con- 
panies and individual orders processed 
through them. 

*s * % 

USE OF CHARITABLE GIFTS IN ESTATE PLAN- 
NING raises the question whether the form 
Should take that of a corporation or the 
traditional trust. AS a general rule the 
latter is recommended (See p. 1153). The 
factors to be weighed in suggesting the 
choice are there set forth. 
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READING THE WILL — By Charles Dana Gibson - 1895 
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Use these experienced hands 
on Illinois trust matters 


When trust services in Illinois are required, you and 
your customers can take advantage of the experienced 
group judgment of many specialists in a company with 
a background of more than 70 years as a fiduciary. 


These are some of the many services we offer: © 


Ancillary Administration e Investment Counsel e Trustee 
under Testamentary and Living Trusts e Title Insurance 
e Trustee for Pension and Profit-Sharing Trusts e Es- 
crow Service e Trustee for Land Trusts e Registrar and 
Transfer Agent for Stock Issues 





Chicago litle and Trust Company 


111 WEST WASHINGTON STREET, CHICAGO 2, ILLINOIS 
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HERE IN THE PAST TRUST CONVEN- 
\\ tion programs were primarily and 
almost exclusively filled with legal and 
administrative discussions, more recent 
years have seen greater emphasis on 
investment policy, taxation, estate plan- 
ning and new business development. The 
agenda of the 30th Mid-Continent Trust 
Conference, held in Dallas, Texas, on 
November 8-10 under the auspices of 
the Trust Division, American Bankers 
Association, typifies the new look which 
is more in the direction of the Business 
side of bank-trust department relations 
as well as the handling of business in- 
‘terests and the economic appraisal of 
investment portfolios. 

Both in addresses and informal dis- 
cussions much attention continued to be 
centered around the respective spheres 
of the attorney and the life underwriter, 
the former as an apparently perennial 
topic in spite of the extensive study. 
meetings and commentaries of estate 
planning groups and Bar and Bank com- 
mittees. The increasing complications of 
tax and other Jaws as well as of variega- 
ted assets in many estates bid fair to 
assure a rewarding place for attorney 
services, beginning with the planning 
work, which itself is more and more be- 
ing recognized — largely via bank ad- 
vertising and word-of-mouth- as worthy 
of far more than the modest fee for 
“just a simple will.” 

Very notable was the attention paid 
to personnel selection and training, with 
an excellent address, reported herein, 
starting much after-session considera- 
tion. That the Fiduciary business is 
especially attractive and its practitioners 
highly regarded was evidenced by the 
exceptional calibre of the new young 
recruits who accounted for a good per- 
centage of the approximately 350 in at- 
tendance from all the Mid-Continent 
area states as well as elsewhere. In the 
other end. it was evident that old trust- 
men never die — they become trust 
consultants. 

Whereas only a relatively few years 
ago the annual and regional trust con- 
ferences, as well as the Financial Public 
Relations Association’s Trust Develop- 
ment sessions, gave major consideration 


to the matter of how to obtain new fi-. 


duciary accounts, the cycle has come 
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Audience at session of Mid-Continent Trust Conference in Dallas. 





THE BUSINESS OF TRUST BUSINESS 


Report on 30th Mid-Continent 


Trust Conference 








round to what is sometimes the embar- 
rassing situation of having more busi- 
ness waiting at the door than there is 
manpower to handle promptly. 

Continued growth of trust business in 
the United States — provided we escape 
nuclear annihilation — was predicted by 
Thomas H. Beacom, president of the 
A.B.A. Trust Division and senior vice 
president, First National Bank, Chicago. 
Mr. Beacom cited figures on population 
growth, economic improvement, pension 
growth and insurance protection in sup- 
port of his contention. His address ap- 
pears on page 1116. 

Oil will continue for many years, and 
assuredly for the balance of this cen- 
tury, as the prime source for man’s ever- 
expanding energy requirements, said 
William J. Murray, Jr., chairman of the 
Texas Railroad Commission, which es- 
tablishes production schedules and con- 
servation regulations for that state’s pe- 
troleum industry. 

Conservation through use of most effi- 
cient recovery techniques is a topic very 
close to the speaker’s heart and one in 
which he has been engaged for years. 
The normal percentage of extraction by 
wasteful competitive means is in the 
range of around 20% of yields if sec- 
ondary recovery programs are instituted 
in the early stages of development, rath- 
er than waiting until natural flows be- 
come spent. 

Oil development financing, according 
to Mr. Murray, should also be gauged 
by lenders for its long-term effect upon 
ultimate total recovery from the tract 


rather than solely upon fast payout. In 
the same manner, orderly drilling of 
wells and initiation of early conserva- 
tion practices conserve natural resources 
but the outlay is considerable and results 
are not visible in the income statement 
except over a span of as much as 20 or 
more years. While Mr. Murray’s empha- 
sis was primarily upon the economic in- 
portance of oil and gas conservation, he 
noted in his concluding remarks that “if 
conditions are permitted to exist which 
make the petroleum industry an unsafe 
investment, then any investment in the 
future of America is likewise insecure.” 

The economy, as analyzed by Eugene 
C. Zorn, vice president and economist, 
Republic National Bank of Dallas, is 
currently in “an environment of stabil- 
ity, recovery and growth” and, lacking 
inflationary pressures, the overall 1962 
business outlook is accordingly for mod- 
est expansion. Mr. Zorn stressed, how: 
ever, that labor, business and govert- 
ment must all bear responsibility in fac- 
ing realities and disciplines imposed by 
the need to preserve stability domesti- 
cally and internationally. 

Not the least important factor is abso- 
lute asstirance of a balanced budget in 
the next fiscal year. Government expet- 
ditures place money in the spending 
stream but, at the same time, Mr. Zor 
feels that this expansionary effect is pal- 
tially counterbalanced by consequent de- 
‘terioration of business and consume! 
confidence. 

In application of Mr. Zorn’s views 0 
investment policy, one can look for 4 


Trusts AND EsTATES 


2 


4 good 
* comp 
panie 
const 
secto} 
ment 
quire 
the te 
proje 
upon 
whicl 
Zorn 
Th 
ment 
by e» 
cies \ 
assist 
tors. 
speci 
on th 
that 
comn 
depa: 
on p 
To 
tools 
ment 
and 
chan 
conf 
chine 
of w 
porte 
* speal 
page 
Ac 
D.N 
inves 
Thor 
with 
the 
sprin 
char: 
tial 
capit 
heav 
savil 
by ¢ 
of cc 
2 ices. 
M 
deve 
none 
for | 
ity ; 
next 
he 
mig] 
exist 
dust 
beca 
enou 
a Sis 
life. 
, at Pp 
R 





1 Dec 








“if 


umer 


ws to 
for a 


PATES 





a 


j developments from 


good climate for growth in the ’60s but 
competition will be keen between com- 
panies, with new products and services 
constan'!y encroaching upon established 
sectors. |'o be successful, flexible adjusi- 
ment to changing conditions will be re- 
quired, rather than blind adherence to 
the tenets of unrestricted growth through 
projection of past trends or reliance 
upon stocks as a hedge against inflation 
which may never occur. Text of Mr. 
Zorn’s speech appears at page 1128. 

The service rendered to trust depart- 
ments, particularly those of smaller size. 
by examinations from supervisory agen- 
cies was discussed by William Matthews, 
assistant to the F.D.1.C. board of direc- 
tors. He called attention to the need for 
special attention to the trust department 
on the part of bank directors and noted 
that the purpose of the examiners “is 
common with yours . .. a better trust 
department.” His remarks are presented 
on page 1156. 

To serve beneficiaries well only four 
tools are available to any trust depart- 
ment, Joseph H. Wolfe, vice president 
and trust officer. New England Mer- 
chants National Bank, Boston, told the 
conference. The tools are men, ma- 
chines, imagination and communication, 
of which “our people” are the most im- 
portant. All four were discussed by the 
speaker whose address is reported on 
page 1160. 

According to an appraisal by Ragnar 
D. Naess, partner of the New York City 
investment counsel firm of Naess and 
Thomas, the coming year may not be 
without problems for the economy and 
the investor. The recovery since last 
spring has exhibited some disquieting 
characteristics, particularly a substan- 
tial inventory accumulation, lagging 
capital expenditures for machinery and 
heavy construction, higher than normal 
savings expansion and reduction of debt 
by consumers and an increased portion 
of consumer income channeled into serv- 
ices. 

Mr. Naess postulated three alternative 
these conditions. 
none of which augurs particularly well 
for the trend in general business activ- 
ity and corporate profits “beyond the 
next few months.” On the profit picture, 
he believes that 1962 developments 
might accentuate adverse trends already 
existing. A large number of major in- 
dustries are already highly competitive 
because of substantial overcapacity, 
nough so. in his opinion, to constitute 
a significant part of our entire economic 
life. Text of Mr. Naess’ address appears 
, at page 1132. 

Ray F. Myers, vice president, Contin- 
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ental Illinois National Bank and Trust 
Co. of Chicago, presented an interesting 
preview of new trends in corporate trus- 
tee services, together with a strong ad- 
monition that fees for corporate work 
must be based upon realistic cost figures, 
which should include all indirect as well 
as direct items. 

Mr. Myers cited receipt and operating 
expense figures compiled for a group of 
large New York City banks which show 
a declining margin of gross over the last 
five years for their corporate trust and 
agency divisions and asserted, moreover, 
that the agency divisions, when exam- 
ined separately, are operating at a loss. 

It is imperative that the corporate 
trust department be a profitable opera- 
tion to survive and proper costing must 
be the answer. The danger lies in un- 
realistic fee-schedules resulting from 
harsh competition which often leads an 
institution to shade another’s fees to ob- 
tain the business without adequate al- 
lowance for overhead. 

Intensive study is being given to solv- 
ing problems inherent in handling cou- 
pon bonds, both by use of the registered 
form, as well as standardization of bond 
forms and appurtenant coupons which 
can be detached and routed through elec- 
tronic programming. Likewise, simplifi- 
cation is proceeding in servicing of 


municipal coupons and bonds, both in 
accounting methods and periodic crema- 
tion. 

Mr. Myers also commented upon the 
approaching use of individual account 
numbers for taxpayers and the difficulty 
in obtaining such information from or- 
iginal sources for bank records, as well 
as the still unknown complications which 
enactment of tax withholding would 
bring. In addition, he remarked that the 
unprecented outpouring of new stock 
issues of hitherto privately-held compa- 
nies has opened the door to sharp prac- 
tices and fraud on the public and he 
strongly urged that banks take extreme 
caution in lending their name by acting 
as transfer agents or otherwise, lest the 
bank’s reputation suffer in the event of 
potential irregularities. Text of Mr. My- 
ers speech appears at page 1164. 

Closer cooperation among all depart- 
ments of the bank offers a “challenging 
opportunity to achieve more satisfactory 
net earnings from trust activities,” C. E. 
Treman, Jr., president, Tompkins Coun- 
ty Trust Co., Ithaca, N. Y., stated to the 
delegates. He suggested means of bring- 
ing about this cooperation and exam- 
ined some of the areas in which it is 
particularly important. His address ap- 
pears on page 0000. 

As the more observing professional 
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men of today are finally recognizing, the 
economics of the marketplace and the 
nation’s political economy are more 
basic determinants of individual well- 
being than are the care and feeding of 
the veriest financial expert. This was 
pointed up forcefully by René A. Worm- 
ser, New York attorney-lecturer-author, 
in his outline of world-national events 
and their impact on the protection and 
transfer of estates. As he asserted, estate 
planning is not just for the millionaire 
but more important dollar-for-dollar to 
those of moderate means. 

Mr. Wormser recalled that the duties 
of a trustee go beyond the walls of the 
bank and urged civic activity in promot- 
ing economic realism and education and 
political action as it is related thereto. 
In a style that was easily understandable 
to non-lawyers as well, he traced the ad- 
vantages of well-directed planning in a 
variety of situations, with consideration 
directed toward the making of gifts and 
the use of ingenuity (not too-cleverness ) 
in methodology. 

Charles M. Bliss, executive vice presi- 
dent of The Bank of New York, follow- 
ing Mr. Wormser on the program, also 
gave a follow-through to the idea that 
the trust institutions should cater to 
the major future source—the “middle 
mass” market-—by helping people build 
up their estates, rather than waiting to 
pick up the survivors of non-professional 
advice (see text at page 1173). 

In the closing conference address, a 
renewed effort for more complete co- 
operation between trustman and life un- 
derwriter was called for by Charles E. 
Gaines, C.L.U., director of the Institute 
of Insurance Marketing, Southern Meth- 
odist University. He pointed out the 
particular advantages for the life under- 
writer in using the trust device for his 
own estate. He advised the trustmen to 
“help them plan their own estates, using 
the trust, and they will help you sell the 
general public.” (See p. 1176). 


Bar Committee Chairmen 


Named 


The following chairmen and_ vice 
chairmen of committees of the American 
Bar Association’s Section of Real Prop- 
erty, Probate and Trust Law have been 
named for the current year: 

Committees: J. Pennington Straus, 
Philadelphia. 

Membership: Edward B. Winn, Dallas. 

Liaison: Daniel M. Schuyler, Chicago. 

Rules Against Perpetuities: Daniel M. 
Schuyler, Chicago. 

Simplification of Taxation of Estates 
and Trusts: Christian M. Lauritzen, II, 
Chicago. 

Condemnation Law: Charles L. Gold- 
berg, Milwaukee. 

Conveyancing: Ray L. Potter, Detroit. 

Improvement of Conveyancing and 

Recording Practices: John E. Cribbet, 

Urbana, Ill. 

Research Consultation: 

Basye, Burlingame, Calif. 

Title Acceptability and Standards: 

Ralph Jossman, Toledo. 

Current Literature Relating to Real 
Property: Ralph Norvell, New York. 

Planning and Developing Metropol- 

itan Communities: Charles M. Harr, 
Cambridge, Mass. 

Relative Priority of Government and 
Private Liens: Daniel S. Wentworth, 
Chicago. 

Significant Decisions on Real Proper- 
ty Law: Joseph R. Julin, Ann Arbor, 
Mich. 

State and Federal Legislation A ffect- 
ing Real Property: A. Edmund Peterson, 
Chicago. 

Tax Aspects of Real Estate Transac- 
tions: Jack Sidney Morris, Chicago. 

Administration of Property of In- 
fants, Incompetents and Missing Per- 
sons: Morton John Barnard, Chicago. 

Fees and Commissions in Probate Pro- 
seedings: Robert Van Horn Tarbox, 
Minneapolis. 

Committee on Probate and Estate Ad- 


Paul E. 











1875 


NATIONAL BANK 


1961 
“he PEOPLES 


OF CHARLOTTESVILLE 
Charlottesville, Virginia 
Complete Trust Services 
Banking Resources $107,886,068.95 


Trust Assets 48,463,518.19 
as of September 27, 1961 








1100 





ministration: Charles L. Herterich, New 
York; Dexter S. French, vice-chairman, 
Miami; Leslie A. Welch, vice-chairman, 
Kansas City, Mo. 

Significant Trust and Probate De. 
cisions: J. Nicholas Shriver, Jr., Balii- 
more. 

Simplification of Security Transfers 
To and By Fiduciaries: Daniel Part. 
ridge III, Washington. 

Charitable Trusts: Lawrence G. 
Knecht, Cleveland; Richard D. Jones. 
vice-chairman, Cape Girardeau, Mo.: 
Moses W. Rosenfeld, 
Baltimore. 

Pension and Profit-Sharing Trusts: 
Joseph L. Seligman, San Francisco: 
Cecil P. Bronston, vice-chairman, Chi- 
cago; Henry W. Trimble, Jr., New York. 

Estate and Tax Planning: John R. 
Golden, Chicago; Luther J. Avery, vice. 
chairman, San Francisco; C. Sims Farr, 
vice-chairman, New York. 

State Legislation Affecting Trusts and 
Estates: P. Philip Lacovara, New York. 

Trust Administration and Account- 
ability of Trustees: Robert F. Schwarz, 
Los Angeles; Rudolph G. Schwartz. vice. 
chairman, Manitowoc, Wis.; Eustace VW, 
Tomlinson, vice-chairman, New York. 

Trust and Probate Literature: Edward 
B. Benjamin, Jr., New Orleans. 

A A A 

Estate Planning Institute Set 

The Seventh Estate Planning Institute 
at the University of Georgia, Athens, 
will be held January 25-27, 1962, with 
an anticipated attendance in excess of 
200. The program is jointly sponsored 
by the Georgia Bar Association Commit- 
tee on Trusts and their Administration, 
the Trust Division of the Georgia Bank- 
ers Association, the Estate Planning 
Committee of the Georgia Society of 
Certified Public Accountants, and the 
Georgia State Association of Life Under- 
writers, in cooperation with the Univer- 
sity of Georgia’s Institute of Law and 
Government of the School of Law and 
the Center for Continuing Education. 

The sessions will include the follow- 
ing subjects: Estate Planning During 
Life — Age 21 Trusts, provisions of the 
trust agreement, use of life insurance, 
administration of the trust, and prepara- 
tion and filing of estate and gift tax re 
turn; Estate Planning During Life — 
Future Interest Trusts, (same subdivi- 
sions); Provisions of a Will; Estate 


vice-chairman, 


Planning Laboratory; Partnership Buy | 


and Sell Agreements, valuation of the 


partnership, funding the agreement, con © 


tracts to effect the plan, and administra- 
tion of the agreement; and Your Client 
and the Georgia Professional Associ 
tions Act. 
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Selecting a safe, economical course for your 
clients’ property and investments means 
planning the legal road ahead to arrive at 
the estate owner’s goal. 

Manufacturers Hanover can assist you and 
vour clients at every crossroad with business- 
like, up-to-date advice on the economical, prac- 


tical routes for estate and trust management. 
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To Give Is To Hold 


Factors Governing Choice of Gift Property 


FTER A LIFETIME SPENT IN ATTEMPT- 
fn to accumulate this world’s goods, 
the few who have met with great suc- 
cess and the many who have been mod- 
erately successful find that they are ap- 
proaching, through the operation of 
estate taxes, a legal paradox which might 
be expressed, “to give is to hold; to 
hold is to dissipate.” 

To many it takes time to realize the 
truth of the paradox and then more time 
to become willing to act. When it is 
finally resolved to act, a barrier of prob- 
lems presents itself. To whom should I 
give? How much should I give? How 
often should I give? By what vehicle 
should I give? Outright? Long Term 
Trust? Short Term Trust? And often a 
formidable obstacle to planning — what 
should I give? 

The necessity for action is more urg- 
ent as inflated monetary values of prop- 
erty are now rendering taxable what 
would have been termed “modest es- 
tates.” The same estate which would 
have been appraised at $50,000 in 1949 
dollars and accrue no tax would in 1961 
be appraised in excess of $100,000 and 
accrue a levy as high as 18% on part 
of the valuation. 

For the purpose of this article let us 
assume that all other problems connected 
with a gift program have been resolved 
except for the choice of the particular 
property most advantageous taxwise to 
the estate reduction plan, and that the 
donor has a variegated collection of 
assets from which the planner must pick. 

Important considerations the planner 
must analyze concern both the donor 
and piospective donees. The interplay 
of such considerations should point 
toward the best available property to 
give to the particular donee. Subjective 
considerations of the parties involved 
may prove that non-tax-oriented person- 
al wishes of either party may defeat the 
best of a tax planner’s objective selec- 
tions. All that can be covered on this 
subject is to state that personal wishes 


will invariably be an added factor in 


this type of estate work, and they pre- 
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sent another consideration for the plan- 
ner to incorporate into his problems. 

This article will outline tax minimiza- 
tion considerations without further refer- 
ence to the variable personal wishes or 
idiosyncracies of the donor or donee. 
The following factors are of heavy im- 
portance in planning for the donor and 
donee: 

1. Age. 


2. Monetary value of the estate, its 
estate tax status, and tax effect of 
gifts, current and projected. 


3. Income tax bracket, current and 
projected. 
4. Income needs. 


These factors will not be considered 
separately as the interplay of all four 
is an integral part of the problem. 

The age of the donor will of course 
have a great bearing on the basic type 
of property to give. A young donor will 
be thinking often of near term needs 
for education or business establishment 
for his children, and the assurance that 
the needs will be met. Life insurance 
policies and cash for premiums on poli- 
cies on the life of the donor are often 
the best property to give in this circum- 
stance, and more particularly so when, 
as is so often the case, the bulk of the 
estate is in assets not easily liquidated 
for cash in emergencies. The insurance 
can provide a definite amount of cash 
to the donee to cover emergency needs, 
protect other estate assets from forced 
liquidation by loans from the donee- 
beneficiary, and provide funds for edu- 
cation. The proceeds of policies owned 
by the donee are payable to the donee 
and not includible in the estate of the 
donor for estate tax purposes. In the 
case of minor donees, various state laws 
limiting the use of insurance proceeds 
must be considered in the plan. 

Life insurance gifts may also be ex- 
cellent when a donor is old enough to 
have grandchildren, and is himself in 
a better cash position than his own 
children. In this case the grandfather 
can give cash for premium payments to 
his grandchildren to pay for insurance 


on their father, mother, or both. The 
effect of such a gift insures that a cer. 
tain sum of cash will be available to 
the grandchildren in case of the prema. 
ture death of their father. It accom. 
plishes the establishment of a life in. 
surance program for the father without 
depleting his cash position or adding 
principal to his taxable estate. The 
grandfather can thus reduce his own 
taxable estate by the amount of the gifts, 
and with propitious use of gift tax 
exclusions avoid gift taxes on_ those 
amounts. In the case that the grand- 
father is in a high income tax bracket 
a double tax saving may be accom- 
plished by giving income producing 
property to trusts set up to purchase in- 
surance for the grandchildren on the 
life of the father. The grandfather thus 
reduces his taxable estate by the value 
of the property given to the trust and 
is relieved of paying income taxes on 
the earnings of the property. When feas- 
ible, the trust may be set up to distribute 
income to the grandchildren, who in 
turn pay the insurance premiums. The 
income distributed will be taxed to them 
and the advantages of their personal 
exemptions and optional standard dedue- 
tions can be utilized. 

The basic advantage in gifts of life 
insurance policies is that the donor by 
making a gift valued at the current 
terminal reserve can prevent the face 
value from being taxed in his estate. 
Subsequent premiums are preferably 
paid directly by the donee even if the 
donor must give the necessary cash. This 
procedure apparently will prevent dis 
turbing questions involving the prem 
ums paid within three years of the 
death of the donor and the effect of 
that on taxability of the proceeds. 

As the donor becomes older it gener 
ally follows that a wider choice of his 
property holdings becomes available for 
gift consideration. Higher income ta 
brackets on the donor’s side generally 
lead to gifts of income producing prop 
erty such as rental real estate, shares 
or interest in a going business, invest 
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ment stocks, taxable interest producing 
bonds and other securities. The gift 
serves a dual purpose in reducing the 
estate principal and the annual taxable 
income. 

However, it is not an unusual case in 
which the donor’s income tax bracket 
is scarcely higher than that of the pros- 
pective donee, but the principal value 
of the estate is far larger. It then be- 
hooves a planner to suggest a gift of 
property with a high or increasing value 
but with little or no income producing 
value. This facet of estate planning has 
had insufficient emphasis in the writer’s 
opinion. It presents very great oppor- 
tunities to save taxes and administration 
costs and also to gratify the desires of 
the donor and donee involved. Import- 
ant types of property falling into this 
category are well situated unimproved 
land, so called growth stocks (shares in 
companies which retain all or nearly all 
earnings and reinvest advantageously ), 
jewelry, antiques and valuable furnish- 
ings, stamp, coin, and rare book col- 
lections, and art objects. 

Let us consider examples of advan- 
tages which might be gained. 

A representative growth stock is 
American Home Products Co. If a 
prospective donor had decided on Jan- 
uary 31, 1954 to make a gift of 100 
shares of the stock which the donor had 
acquired recently at $40 per share to 
a son whose income tax rates were near 
those of the donor’s, the value for gift 
tax purposes would be $4,600 (the fair 
market value at January 31, 1954.) Had 
the donor died in July, 1961, the value 
for estate tax purposes would have been 
$42,000. On the donee’s side the taxable 
income would have increased an aver- 
age of only $400 per year for the divi- 
dend, but he would stand to gain at long 
term capital gain rates $38,000 by July 
1961. The maximum income tax on the 
gain would be $9,500 (25% of $38,- 
000), whereas the estate in an assumed 
tax bracket of 37% would have had a 
levey of $14,060. At this point the donee 
may have gift and estate problems too. 
Another trouble with growth stock gifts 
is that often one doesn’t recognize such 
property until after the growth. 


Often we find in a family a num- 
ber of articles of jewelry, antiques 
or valuable furnishings which have spe- 
cial sentimental values attached, or which 
the donor would simply like to have re- 
main in the family or with interested par- 
ties outside the primary group of pros- 
pective donees. It is obvious that if es- 
tate tax rates are 63-67% a great deal of 
money may have to be raised by the 
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“He’s not presenting his corporate image 
today — he’s expecting a visit from Internal 
Revenue!” 





sale of such articles which remained in 
the estate to pay the tax. Hence, the 
good planner may recommend that the 
ring inherited from grandmother be 
given to niece Susan because the family 
knows Susan would cherish it for its 
sentimental value. Besides that grand- 
mother’s ring with two matched 3 carat 
marquis gem diamonds in platinum 
would probably add $6,000 to the es- 
tate value, but with husband and wife 
donors both making the gift, the annual 
exclusion would nullify gift taxes on the 
transaction. If the donor wanted to wear 
it on some grand occasion, Susan would 
certainly be glad to lend it for the 
evening. 

In the prior example the estate value 
has been materially reduced without a 
gift tax. The jewelry has been placed 
in good hands, and occasional enjoy- 
ment might still be available at the dis- 
cretion of the donee. The example sup- 
poses that the primary donees might 
not be as interested in the property as 
another near relative, but the fact that 
the property is given outside the pri- 
mary circle of donees does not affect 
them much financially after taxes and 
it avoids the possibility of their being 
left with a white elephant (with $4,000 
tax due on account of it) and very poor 
prospects of easy liquidation. 

Similar treatment may be accorded 
expensive sets of silver or china, and 
stamp, coin, book or art collections. In 
spite of gift taxes it might be of great 
value to the immediate heirs to receive as 
gifts items of value which they wish to 
preserve in the family. Valuations can 
be determined leisurely and disposition 
arranged likewise. No administration 
problem would be encountered on such 
assets passing through the estate if the 
gifts were not in contemplation of death. 

If the heirs are not particularly inter- 
ested in some categories of valuables 
it is possible to reduce both income taxes 
and estate taxes by the donor’s making 
gifts of such articles to qualifying civic 
or charitable organizations such as mu- 


seums or schools which would preserve 
the item locally. If preservation is not 
in issue the property could be donated 
to a church or other charitable organ- 
ization or foundation which would li- 
quidate the item for operating funds. A 
partial interest in property, or gifts of 
remainder interests in such property to 
charitable organizations give rise to 
current income tax deductions and re- 
duce the estate value while allowing at 
least partial continued enjoyment of the 
property. Art objects of substantial value 
particularly lend themselves to this 
treatment. 


Moving to other aspects of the prob- 
lem, income tax basis, gift tax basis and 
probable estate tax value loom as major 
factors leading to an advantageous 
choice of property to give. It is in this 
area that a tremendous interplay of fac- 
tors is encountered, The extent is often 
sufficient to cause a prospective donor 
to throw up his arms in dismay. At this 
point, the estate planner can establish 
his value by reassuring the client that 
despite the complexities involved he will 
be able to make an educated decision 
which will in all likelihood please the 
donor even in the light of hindsight. 


Excepting gifts to charitable organiza- 
tions which are deductible for income 
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WHERE 
sO 
- NOW? 


Me 


It is a tragic fact that more than 
half of the folks over 65 do not have 
the means to support themselves. 


It is also a tragic fact that most 
of the homes caring for the aged are 
not self-supporting either. 


So where does the money come 
from? 


It can come only from people who 
have been made aware of the prob- 
lem—and are concerned enough to 
do something about it. 











Making people aware of your fund- 
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want to do something about it—is 
where the American City Bureau 
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Does your group need money for 
a building fund, a school or hospital 
or for a home for the aged? With- 
out obligation, one of our experi- 
enced Field Counsellors will be glad 
to make a study of, and prepare a 
Plan to meet your special problems. 
Write our office nearest you today! 
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Sacramento 25, Calif. 


tax purposes in the year of the gift at 
market value regardless of basis, jt js 
a general rule that property which has 
appreciated greatly in value, and thus 
has a low tax basis to the donor, is a 
poor subject for a gift. The primary 
reasons are that the gift tax would be 
based on the market value at the date 
of the gift, but the donee would retain 
the old, low basis for income tax pur. 
poses, whereas if the property passes 
through the estate the income tax basis 
is brought up to market value for the 
beneficiaries. 

For an exception to the general rule, 
consider a year in which a prospective 
donee is certain to have an operating 
loss and overall loss on his personal in. 
come tax return, the donor’s gift tax 
rates are low, and a sale of the property 
is feasible. It would be possible for the 
donee to realize a gain from the sale 
of the property to offset the operating 
loss and avoid the loss of the tax value 
of personal exemptions, certain deduc- 
tions, and long term capital gain deduc- 
tions in years other than the one in 
question. Possibly most important, he 
would avoid the difficulties involved in 
reporting operating loss carry backs 
with the inevitable examination by an 
internal revenue agent. In this instance 
marketable securities with a low basis 
make ideal gifts. The number of shares 
to give and to sell can be determined 
by the amount of gain needed to offset 
the loss. Another exception has been 
stated in the case of a “growth stock” 
when the estate tax rate will be high. 

We have shown then that property 
with a basis low in comparison to its 
present market value is a poor candi- 
date for a gift except in rather narrow 
sets of circumstances. On the other hand 
property with a basis materially higher 
than current value poses a new set of 
problems which generally make such 
property a poor subject for giving. First, 
the donor can sell the property and real- 
ize a loss for income tax purposes. Set- 
ond the donee would have the current 
value plus gift tax paid as his basis for 
loss, (donor’s basis plus gift tax paid 
for gains) not the donor’s basis a 
would be the case with appreciated 
property: However, the gift tax would 
be based on the current market value 
and would be lower than had the prop 
erty retained its dollar value. 

We can. with these facts, outline cil” 
cumstances in which there might be 
advantage in giving depreciated proj 
erty. However, again, the necessary s¢ls 
of circumstances are somewhat rare. 
Suppose that the donor’s gift tax rate is 
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mounting, the property in question has 
reasonably good chances of increasing 
in market value again and might later 
be a heavy factor in estate valuation, the 
donors income tax situation does not 
lend itself to advantageous absorption of 
a realized loss, and the donee’s income 
tax situation is such that the tax on a 
realized gain in the forseeable future 
would not be catastrophic. For example 
the donor has 800 shares of UF stock, 
purchased at $40 per share or $32,000 
with a current market value of $15 per 
share or $12,000. But, now, there is 
new management which promises a 
brighter future for the company. On a 
current sale of the stock the donor might 
never be able to realize all the tax 
advantage from the capital loss because 
of the limitations on that type of deduc- 
tion: whereas the donee could hold the 
stock for a time without worry over 
the possible capital gain tax later. Since 
the current value of the stock is $12,000 
the whole amount could be given gift 
tax free if husband and wife donors 
joined in the gift to a husband and 
wife (or grandchild) donee group, thus 
using to the fullest the $3,000 annual 
exclusion of each donor to each donee. 
If the per share value rises to $50 the 
estate has been relieved of $40,000 val- 
uation without an ad valorem levy and 
the donee has a maximum income tax 
of $2,000 or 5% of the total asset value 
(25 maximum long term gain rate X 
$40.000 minus $32.000 basis for gain). 
The estate tax rate could have been 
much lower depending on the circum- 
stances, 


We have shown that property with 
current values either materially higher 
or lower than the basis to the donor 
are poor subjects for a gift except in 
unusual circumstances, unless the prop- 
erty itself is to remain in the family. 
However, exceptions to the rule are 
worth investigation. 

Income needs of the parties sometimes 
narrow the choice of property available 
for gifts. Often the donor must preserve 
his income property to take care of his 
personal needs. Also a high income tax 
rate situation on the donee’s side gener- 
ally precludes gifts of income property. 
Such situations point to the transfer of 
heirlooms and collection items on a 
scale commensurate with the value of 
the estate, even if gift taxes are unavoid- 
able. It should be kept in mind that the 
gift tax rates start at 21/,% and increase 
with cumulative taxable gifts. However. 
the very same property remaining in the 
estate could be considered to bear the 
highest estate tax rate applicable. Thus 
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if a net estate valuation is $1,000,000 
the first taxable gift of $50,000 may 
bear gift tax rates as high as 1614% 
but the same amount remaining in the 
estate would be taxed at 37%. 

Even if death is imminent, large ‘gifts 
may still save inheritance taxes if noth- 
ing more than the estate tax on the 
amount of the gift tax. For instance a 
$200,000 gift is made in contemplation 
of death from an estate valued net at 
$1,000,000 before the gift. A gift tax of 
$40,000 is paid and is credited against 
the estate tax, but the net estate is now 


$960,000 because of the payment of the 
gift tax; hence $14,800 in estate tax has 
been saved in the transaction. 

The longer we live with the gift and 
estate tax laws and observe the effects 
of inflated: monetary. values on those 
taxes, the more we are confronted with 
the truth of the statement, “to give is 
to hold.” 

A summary of general rules which can 
serve as a preliminary guide to the se- 
lection of the particular holding most 
advantageous taxwise to the estate plan 
is tabulated below: 





























Relative Income Gift 
Relationship Tax Estate Tax Income 
of Factors Rate Value Rate Needs Age Type of Holding 

Donor _. High High High Low 60+ Income producing prop- 

Donee ___.Low Low as High 40— erty with a good yield. 

Donor ___. High High Low High 60+ High value property 
with good future pros- 

Donee ____. High Low nee Low 40— pects. Moderate or low 
income yield. 

Donor ___High High High High or 60+ Consider charitable or- 

Low ganization donee and 
Donee ___. High High — High or 40— high value non-income 
Low producing property. 

Donor ___. Medium High Low Medium 60+ High value low income 
property. Heirlooms, 

Donee _...Medium Low — Medium 40— Collector’s items 

or High Growth stock. 

Donor ___. High High High Medium 60+ Income producing prop- 
erty to a trust. Life in- 

Donee ____Low Low — Low 20— surance policy or cash 
for premiums on third 
person. 

Donor ___.. Medium Medium Low High 30+ Life insurance policy 
and/or cash for pre- 

Donee ___. Low Low — Low 20— miums on life of donor. 

Donor ___. High High Low Medium 50+ Shares in family busi- 

Donee ___. Medium Low — High 30— 


ness or rental property. 
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THE IMAGINARY ESTATE 





f Ms soph Clony MP 


MICHAEL D. BACHRACH, C.P.A. 


Senior Partner, Bachrach, Sanderbeck & Company, Pittsburgh, Pa. 


N ApriIL 26, 1961 aBoutT 800 
QO people gathered at Town Hall in 
New York City to hear a panel of four 
specialists, each in a different field, dis- 
cuss the estate of a mythical person 
named Joseph Cluny. The occasion was 
the 13th annual Estate Planning Day 
conducted by the New York Chapter 
of the American Society of Chartered 
Life Underwriters. 

The specialists sat at a table on the 
platform looking dignified and compla- 
cent. One was a lawyer, the second a 
trust officer, the third a chartered life 
underwriter (CLU), and the fourth a 
certified public accountant (CPA). 

Mr. Cluny, being a mythical person, 
was not present, which may account for 
the complacency of the panel. Neverthe- 
less the life underwriter on the panel 
proceeded to interview him in absentia 
and came up with a surprising amount 
of pertinent information. It was obvious 
that the CLU was the moving spirit in 
the day’s activities and knew a great 
deal about estate planning. 


% % * 


The data compiled by the CLU, hav- 
ing been duly mimeographed, was dis- 
tributed to the members of the panel 
and to the audience. Here is what the 
data sheet told about Mr. Cluny. 


1. He is 49 years of age, married and 
has two grown children, a son and a 
daughter. 

2. The son, age 20, is a junior at 
Harvard. He majors in business courses 
and is quite a good student, although 
somewhat irresponsible. The father ex- 
pects that the son will eventually go into 
the business. 

3. The daughter, age 25, is married 
to a bright but struggling lawyer. They 
have one child age 3, mentally retarded. 

4. Mr. Cluny is president and 74 own- 
er of Miracle Electronics Company. The 
other 1/; is owned by the chief engineer 
in charge of production, who is not re- 
lated to Mr. Cluny. The corporation has 
a net worth, on the books, of $450,000. 


*Mythical Person. 
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5. Mr. Cluny is drawing a salary of 
$50,000 per year from his company. 
He uses what is left after taxes to main- 
tain his standard of living and to sup- 
port his mother, age 72. 


6. In addition to his business equity, 
which has a book value of $300,000 
(24 of $450,000) Mr. Cluny, alone, or 
jointly with his wife, has personal as- 
sets as follows: 


Residence (Joint) —.......____._____. $ 50,000 
Marketable Securities (Joint)... 40,000 
Household Furnishing ere 15,000 
ot a awe a 6,000 
Summer cottage _...___. _.... Zo000 
Autos and personal effects ___ 10,000 
Life insurance __. _.. 20,000 
Death benefit, Miracle Elec. 
tronics  _..... 30,000 
Total - -..$191,000 


Less, owed ¢ on n persc ‘sonal bank loan 15,000 


Net personal assets - _..$176,000 


(NoTeE: Assuming that Mr. Cluny’s 
stock in Miracle Electronics is considered 
to be worth book value of $300,000 it is 
clear that if he died tomorrow he would 
have a gross estate of $476,000, which is 
quite an imposing amount from a federal 
estate tax standpoint, hence deserving 
the clinical treatment given to Mr. 
Cluny’s affairs by the worthy panel.) 


The CPA respectfully differed with the 
life underwriter on the valuation of the 
business. He was not influenced by 
Cluny’s declaration as to how much he 
would or would not take for his stock 
in the company. Besides, he (the CPA) 
had taken a good look at the Miracle 
Electronics balance sheet and doubted 


if anyone would make such an offer. The , 


CLU, obviously nettled by the CPA’s 
comment, looked glum but said nothing. 
The trust officer then spoke up. He 
thought Mr. Cluny ought to establish a 
trust fund for his mother. Why not take 
the marketable securities which produce 
about $1,600 per year and set up a ten- 
year trust? The income tax saving to 
Cluny would be about $700 per year. 


The lawyer spoke next. He was con- 


‘ cerned with the $30,000 death benefit, 


which meant a $9,000 estate tax if paid 


directly to the estate. Why not have it 
paid to a named beneficiary ? 

The life underwriter asked the CPA 
why he thought the business was not 
worth more than book value. The CPA 
gave the following reasons: 

1. The liabilities were almost equal 
to the capital. This was not good. 

2. The current assets were less than 
twice the liabilities. This also was not 
good. 

3. Bank balances were inadequate. 

4. The company had not paid any 
dividends for ten years. 

5. Earnings for the past five years 
averaged only $65,000. 

6. In any event, the stockholders had 
a buy-out agreement at book value. (The 
CPA looked pleased with himself as 
he played this trump card). 

7. Mr. Cluny is well satisfied with 
himself and his business. He expects to 
live to a ripe old age, and would like 
to retire at 65 with an income of about 
$35,000 per year with which to enjoy 
life for the next 30 years or so. How- 
ever, if anything should happen to him 
in the meantime, he would like his wife 
to have about $20,000 a year for the 
rest of her life. He sees no reason why 
the business shouldn’t produce _ these 
amounts in due course and has never 
felt it necessary to add to the $20,000 
insurance policy he took out at age 28. 

8. Mrs. Cluny is entirely dependent 
on her husband. Her personal assets con- 
sist of about $2,000 in the bank; furs, 
jewelry, etc. valued at $13,000; and she 
owns a $20,000 insurance policy on 
her husband’s life. This is in addition 
to the $20,000 policy which he owns. 

9. Mr. Cluny has a will. So does his 
wife. Each leaves everything to the 
other. ~ 

10. An agreement is in effect between 
Cluny and his associate that if either 
stockholder wants to dispose of his 
stock, or if he dies, the other stockholder 
has an option to purchase his stock at 
book value. 


* * * 


The life underwriter started the dis- 
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“First, your uncle requested me to play back this recording of his laughter . . 7 
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cussion by volunteering the opinion that 
Cluny’s estate would probably be valued 
at a great deal more than $476,000, be- 
cause (1) Cluny himself had said he 
would not sell his business for less than 
$1 million and (2) the company earned 
a net profit of $100,000 in 1960. So, 
Cluny’s estate faces a tremendous cash 
outlay for taxes and expenses and 
should be concerned about how to raise 
the money. 

The life underwriter conceded that the 
CPA’s reasoning sounded valid, especi- 
ally Item 6, but he maintained that 
something ought to be done about the 
problem of liquidity for an estate worth 
about a million dollars. Apparently this 
amount was preity well fixed in his 
mind. He had already computed the es- 
tate tax on a gross estate of a million 
dollars and how much life insurance 
was needed to cover. 

The lawyer wondered why the estate 
couldn’t redeem enough of Cluny’s stock 
under Sec. 303 of the Internal Revenue 
Code to pay the taxes and expenses. The 
CLU reminded him that Cluny wanted 
his family to retain control of the busi- 
ness, 

The CPA suggested that the company 
might be recapitalized, replacing the 
present 100 shares of common. stock 
with 1,000 shares of new common and 
3,000 shares of 6% preferred. The net 
worth section of the balance sheet would 


then look like this: 


Common stock — 


1,000 shares @ 100.00 100,000 
Preferred stock — 

3,000 shares @ 100.00 _ 300,000 
Surplus eens 50,000 


Cluny could then arrange his affairs 
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so that his son would eventually own all 
the common stock and the daughter 
would own most of the preferred, with 
Cluny’s wife having the benefit of both 
in the event that she survived him. 

The C.L.U. thought it might be a 
good idea to issue debentures instead of 
preferred stock, since the interest would 
be deductible. The CPA looked dubious. 

The trust officer liked the idea of a 
recapitalization and suggested that 
enough preferred stock be placed in 
trust for Cluny’s mother to yield her 
$2,000 per year. 

The CPA was concerned about 
Cluny’s personal endorsement on the 
$200,000 company note at the bank. He 
thought the company ought to carry at 
least $100,000 of insurance on Cluny’s 
life to help meet the obligation in event 
Cluny should die before the note was 
paid off. 

The life underwriter thought the 
company should carry insurance on 
Cluny’s life for the full $200,000. 

The lawyer favored the recapitaliza- 
tion and thought Cluny could save per- 
sonal income taxes by making gifts of 
preferred stock to Harvard University. 
The lawyer had gone to Harvard. 

The trust officer thought Cluny might 
set up a charitable trust with perhaps 
common and preferred stock, thereby 
saving not only income taxes but also 
future estate taxes. 

% * % 

The CPA wondered where Cluny or 
his associate would get the money to 
buy each other out. If Cluny should die 
first, his associate would have to raise 
$300,000, unless the company was re- 
capitalized as suggested, in which case 


he would need $100,000. If the associate 
died first, Cluny would need either 
$150,000 or $50,000, as the case may 
be. This, he thought, was a further 
point in favor of recapitalization. 

The CLU suggested that both stock- 
holders ought to insure their lives in 
favor of each other, thus solving the 
problem posed by the CPA. 

The lawyer was not sold on the buy- 
out agreement. Where did this fit in 
with Cluny’s desire to have his son suc- 
ceed him in the business? Perhaps Mr. 
Cluny could persuade his associate to 
cancel the agreement, or at least agree 
to give the estate of either stockholder 
the right to decide whether it wished 
to sell. Mr. Cluny could not be reached 
for comment. 

The trust officer recalled that Cluny 
was concerned about his granddaughter, 
who was retarded and needed special 
consideration. Why not put $100,000 of 
the new 6% preferred stock into an 
irrevocable trust for the benefit of the 
child, perhaps naming the child’s mother 
as a co-trustee? This would further re- 
duce the ultimate estate tax liability. 

The CPA suggested that perhaps the 
company ought to enter into a deferred 
compensation contract with Cluny under 
which he would be entitled to retirement 
pay of $35,000 per year for life with a 
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further stipulation that after his death 
his widow should receive $20,000 per 
year for a period of ten years or end- 
ing at her prior death. 

The CLU pointed out that Cluny, dur- 
ing the preliminary interview, mentioned 
that he expected to raise his salary to 
$75.000 within the next five years and 
to $100,000 within the next ten years. 
He might be willing to forego all or 
part of these increases in favor of a 
deferred compensation arrangement. 

The CLU further went on to say that 
while a deferred compensation agree- 
ment would be advantageous to Mr. 
Cluny, what assurance would there be 


Now 

in the care of 

our Trust Department 
...- more than 

two and a quarter 
billion dollars 

in customer 

assets 


that the company would be in a position 
to make the required payments? He 
hastened to add that it might be desir- 
able for the company to fund such an 
agreement with appropriate insurance 
contracts. 

On this happy note, the meeting ad- 
journed. Since Mr. Cluny is a hypothet- 
ical person, no definite plan of action 
was deemed necessary and none was 
forthcoming. Each member of the panel 
and each person in the audience was 
free to decide for himself which of the 
recommendations he would adopt if he 
were Mr. Cluriy, or which of them he 
would recommend the next time he 
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talked with someone who resembled Mr. 
Cluny. +; éé 


Insuring Deferred 
Compensation 

The second lecture of First National 
City Bank of New York’s second annual 
series of lectures for life underwriters 
(see Nov. T&E, p. 1077) was delivered 
on November 16 by Alfred S. Howes of 
the Connecticut Mutual Life Insurance 
Co. Speaking on the subject “Life Insur. 
ance Funding of Deferred Compensa. 
tion Agreements,” Mr. Howes developed 
the history of the modern methods of 
compensating employees to attract and 
hold employees — including both key 
people and regularly salaried individ. 
uals. Only recently has the life insur. 
ance industry realized that the employer 
could reduce his cost by financing de. 
ferred compensation payments through 
the medium of life insurance policies. 
At the same time, benefits can be pro- 
vided the employee’s family in the event 
of his death prior to retirement. 

Normally, through the medium of the 
corporation’s acquisition of a Life-Paid. 
Up at 65 Policy, permitting the divi- 
dends to buy additions, the corporation 
can recoup the cost of providing the de- 
ferred compensation, and the cost of the 
life insurance premiums, after tax con- 
sideration. The payments made to the 
family of the employee are deductible, if 
paid in reasonable amounts, by the cor- 
poration. The life insurance proceeds 
would be received by the corporation, 
tax free, when the employee died, Mr. 
Howes pointed out. 

In one illustration an employee, age 
42, was provided with ar etirement bene- 
fit of $16,400 per year for 10 years, ora 
total of $164,000, funded by a life insur- 
ance policy of $328,000. The employer 
receives back, at death, a profit over the 
cost of the death benefit, over the cost 
of the deferred compensation, and over 
the cost of the sum of the permiums 
paid. The profit to the Corporation 
would vary between $5,000 and $166, 
000, even though the family was provit- 
ed with death benefits of $328,000, from 
age 42 to age 60, and then decreasing 
gradually to $164,000 at age 65. 

It was pointed out that this form of 
life insurance is vastly superior to group 
life in reduced cost and greater flexibil 
ity, even though the premiums for group 
life might be deductible as a busines: 
expense for the employer. While pay- 
ments from the deferred compensation 
might be taxable to the beneficiary 4 
ordinary income the usage of multiple 
family trusts would reduce the tax i 
pact upon the beneficiary. 
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Highlights of FPRA Meeting 


ESTATE PLANNING AND ERUST NEW BUSINESS 


T THE 46TH ANNUAL CONVENTION IN 
Bal Harbour, Fla., November 26-30, 
John P. Anderson, vice president of 
First National Bank of Passaic County. 
Paterson, N. J., was elected president. 
He succeeds Jordan J. Crouch, president. 
First National Bank of Nevada, Reno. 

A record 1,500 delegates attended the 
convention’s full schedule of work and 
study sessions. Special sessions or 
‘clinics’ were held for those interested 
in Trust Development, Commercial De- 
velopment, Instalment Credit, Public 
Relations, Savings and Mortgages, and 
Staff Relations. The association includes 
advertising, public relations and _busi- 
ness development executives from 2,000 
U. S. member financial institutions. 

Other officers elected were: Ernest G. 
Gearhart, vice president, First National 
Bank of Miami. first vice president; Har- 
old W. Lewis, vice president, First Na- 
tional Bank of Chicago, second vice 
president; and Charles H. Hoeflich, vice 
president, Philadelphia National Bank, 
third vice president. Robert A. Balckle, 
vice president, National Boulevard Bank, 
Chicago, was re-elected treasurer. Ver- 
non Schwaegerle and Wilson Parfitt will 
continue as executive vice president and 
executive secretary, respectively. 

The Trust Departmental regained re- 
presentation on the board of directors 
with election of Dave Neill, trust officer 
of North Carolina National Bank of 
Charlotte. The five trust departmentals, 
which were well attended, considered the 
following subjects: “Make Yourself 
More Salable” by Joseph Trachtman, 
New York attorney; “A President Looks 
at His Trust Department” by Frank 
Smathers, Jr., president, Miami Beach 
First National Bank; “Trust Selling 
Ideas — A Brain-Picking Session” mod- 
erated by Robert L. Knight, executive 
vice president, Ohio Citizens Trust Co.. 
Toledo: “Estate Planning Tools” by H. 
F. Forrest, Miemi attorney: and “Re- 
tentive Selling and Progressive New 
Business Selling” by Frank D. Miller, 
vice president and trust officer, Citizens 
& Southern National Bank of Atlanta. 


E.P.: Shadow Boxing? 


Joseph Trachtman deplored some es-- 


tate planning promotions, which he 
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termed “not very good or effective” and 
which employed the “halitosis” ap- 
proach, “a method of scaring people.” 


He said the “estate planning team” is 
a fiction. Trust services should be sold 
on a more constructive approach, he 
said, not by giving away free samples of 
expert experience or by scaring cus- 
tomers into avoiding taxes at any cost. 


“Convince your customers of the need 
for your services as executor or trustee,” 
Mr. Trachtman said, “for that’s what 
you want and that’s where your superior- 
ity is.” He said the bank should stress 
why it should be named executor, noting 
favorably one piece of advertising: 
“Your best friend may be your worst 
executor.” 


A trust department ought to play up 
the demanding and varied nature of 
duties of the fiduciary. They fall into 
the following three categories, Mr. 
Trachtman said: Housekeeping duties; 
filing of tax returns, receipts and dis- 
bursements, cash claims to be paid, etc.; 
Management: what to sell, what price, 
what to do with assets in general; and 
Family duties: deciding how to invade 
capital for a beneficiary, etc. Mr. Tracht- 
man said the ‘bank’s housekeeping qual- 
ifications are “superb.” He said its man- 
agement qualifications are good 
“with all your limitations you are often 
the best available.” Other fiduciaries are 
often better plumbers or carpenters. As 
for the family duties, “. . . even a cold 
blooded bank may often do it better 
than Uncle George who is not accustom- 
ed to this quasi-judicial power and who 
might let it go to his head” — or not 
really exercise any discretion. 


The “most workable and _ realistic 
way to solve the problem is to recog; 
nize what advantages as well as disad- 
vantages a corporate fiduciary gives, 
and to correct the disadvantages by ap- 
propriate provisions and the appoint- 
ment, where possible, of competent co- 
fiduciaries. 


One solution to, the dilemma, Mr. 
Trachtman said, is to strengthen the law 
profession, “ . . or you are going to be 
worse off than you are now.” He said 
he recently suggested before the Amer- 
ican Bar Association (see T&E Oct. 





61, p. 871) that attorneys who are not 
experienced in this field should call in g 
more experienced attorney to help draw 
up the estate plan and share the fee with 
the originating lawyer. 

Mr. Trachtman stressed that he was 
not chastising or accusing trustmen of 
practicing law by helping assemble 
needed data. He did make a plea for 
trustmen to stop indulging in detailed 
estate planning. Cooperation with the 
law profession can work better in both 
directions. 


The Trust Explosion 


Trustmen got a congratulatory pat on 
the back from Frank Smathers, Jr., pres. 
ident of the Miami Beach First National 
Bank, who told them that in spite of 
the tremendously complicated tasks f2- 
cing the modern trust department, “.... 
you are doing a good job,” and he cited 
its “growth industry” indices as among 
the highest. 

A former trustman himself, Mr. 
Smathers, while admitting the trust de. 
partment will never be as profitable— 
dollar for dollar—as the commercial 
side of the bank, urged that expansion 
of trust department facilities is limited 
only by “your own imagination.” He 
said world conditions increasingly chal- 
lenge mutual funds, savings and loan 
associations, small business develop- 
ment companies, brokers, insurance u- 
derwriters, accountants, and the like, as 
well as in the world situation itself where 
“we are continually fighting collectiv- 
ism, the threat of the H-bomb, the pop- 
ulation explosion, and even an explosion 
of the economy itself.” : 

He reported a recent survey which 
found that trust assets increased 179% 
in the last ten years as compared with 
55% for commercial bank deposits. He 
suggested this as evidence that trustme! 
were meeting the challenge. But he did 
have suggestions for improving the trus 
department both inside and out. 

Directors of the bank should be e« 
perienced in fields in which the bank 
works, he said. They should help define 
the objectives of the trust department 
and then make sure it has a good staff 
of experts, including the Trust Commit 
tee. 


Trusts AND EstTATES 


$ 





stop 
and 
part 
unp 
part 
pro! 
bari 
whi 
tate 
revi 
an 

evel 
sho 
no 


trus 
con 
be 

One 
pay 
low 
cou 
tim 
sel\ 
the 


dus 
mu 
me 
An 
pai 


adc 





W 


th 


of 
ile 
or 
ed 
he 
rth 


ited 

He 
hal: 
loan 
slop: 
um 
>, as 
here 
tiv: 
pop: 


si0n 


hich 
79% 
with 
. He 
tmell 
> did 


trust 


e ex: 
bank 
lefine 
‘ment 

staff 
ymit- 


rATES 





‘ 


4 





The bank, he said, should be a one- 
stop organization for handling money 
and property. However, there is no de- 
partment in the bank that has more 
unprofitable business that the trust de- 
partment, so any business that is not 
profitable should be firmly turned down, 
barring mitigating circumstances, for 
which it would not be penalized. All es- 
tates should be carefully and frequently 
reviewed, he said, and banks should seek 
an outside co-executor and co-trustee 
even though it is less profitable. Each 
should be paid a fair fee, he added, with 
no splitting involved. 


Trust-Commercial Aids 


“Too often,” Mr. Smathers said, “the 
trust department is the step-child of the 
commercial bank. No shortcuts should 
be allowed in the trust department.” 
One of these shortcuts, he said, was low 
pay. “Low profits are due in part to a 
low pay scale,” he added. It also en- 
courages some officers to spend bank 
time seeking appointments for them- 
selves as co-trustee or co-executor with 


the bank. 


“Make salaries competitive with in- 
dustry,” he told the trustmen, “for you 
must have quality operations.” Slow 
men should be shifted or fired, he said. 
And new business employees should be 
paid on a production basis, which, he 
added, is a good way to get rid of dead 
wood. Good men should be promoted 
and not kept on one job too long. 


Mr. Smathers said he has had good 
experience rotating men and women 
from the commercial to trust depart- 
ments. He said this makes the commer- 
cial employees better trust salesmen. 


Good relations must be kept with pres- % 


ent trust customers, he said, because 
they are the second best source of new 
business, 


Outside the trust department improve- 
ment can be sought by selling only serv- 
ices the bank is prepared to handle. It is 
better, he said, to turn down business or 


recommend another bank, than to take 
on too much. 


Bank officers should seek the most im- 
portant new business prospects and not 
merely their own friends. A definite fee 
schedule should be avoided if possible 
because changing conditions make this 
unrealistic. 

The after-office hours are very import- 
ant for the trustman, Mr. Smathers said. 
More can be done to influence others 
outside of the bank than inside, he said. 
Banks are now realizing this and provide 
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memberships for officers in clubs, or- 
ganizations, and the like. 

In the question period following the 
talk, Mr. Smathers advised that admin- 
istrative trust officers are in the best 
position to sell new business because 
they are constantly working on actual 
cases. Therefore he suggested that these 
officers arrange to get out of the office at 
least once a week to make some calls. 


To induce cooperation between the 
commercial and trust departments of a 
bank, Mr. Smathers suggested that short 
talks by trustmen to commercial employ- 
ees can be very helpful. He said in his 
bank a trust officer spoke once a month 
for 15 minutes about some subject the 
trust department felt needed better un- 
derstanding among the commercial em- 
ployees. He suggested the talks center 
around specific examples, and not gen- 
eralities, 


The Approach 


A good majority of the banks repre- 
sented at the trust departmentals use 
the estate planning approach for new 
customers. This was brought out by a 
show of hands at the session on “Trust 
Selling Ideas” moderated by Robert L. 


Knight, executive vice president, Ohio 
Citizens Trust Co., Toledo. 

The approach varied widely, however, 
among the different banks represented. 
One trust man said he used an envelope 
or scrap of paper to indicate how much 
a customer might save through estate 
planning and discarded it when the ex- 
planation was completed; another told 
how he personally presented the trust 
customer with a neatly bound brochure 
giving him a financial picture of his es- 
tate with suggestions as to how it should 
be arranged. It was suggested that this 
is likely to put the attorney in the posi- 
tion of a scrivener, or intrude on his in- 
dependent role, if done in “final form.” 

Mr. Knight stressed the importance of 
cooperation with attorneys, C.P.A.’s and 
C.L.U.’s. One trustman suggested that 
in a case where his bank did not know 
the lawyer involved they would call 
him and try to determine over the phone 
just how much help he would need from 
the trust department. In cases where the 
bank knew the lawyer, he said, it was 
easily determined whether the trust de- 


partment would furnish him with “sug- 
gestions” or not. 
Industrial National Bank’s new 


budget trust in Providence, R. I., was 
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discussed and explained as ove of the 
new services offered by trust depart. ¢ 
ments. It was stated that the doctors. 
for whom the trust was set up. wanted 
a pure common stock fund. It is open 
to anyone who qualified for the revok. 
able trust and can be joined for as little 
as $100 down and $25 a month. 

The idea was also discussed of ep. 
couraging C.L.U.’s, insurance under. 
writers, and other specialists to set up 
their own estate plans, not only to fa. 
miliarize them by first-hand demonstra. 
tion but also to show them the important 
role a trust department plays. 


Special Tools Do Special Jobs 


Some unusual estate planning tools 
were considered in a talk by H. B. For. 
rest, Miami attorney and specialist in 
taxation and estate planning. 

A revokable trust in lieu of wills, Mr. 
Forrest said, is often desirable where a 
man has special problems such as rela. 
tives who might contest the will, trouble 
with his wife, or income tax difficulties, 
There is no tax advantage in establish. 
ing a revokable trust, he said, however, 
there is no gift tax liability incurred 
when the trust is created. 

He listed as advantages of a revokable 
trust: 1) saving of attorneys’ fees and 
costs of administration, including exec- 
utors’ commissions: 2) there is no pub- 
licity in event of death; 3) it affords 
protection against attacks on the will: 
4) continuity — no delay between date 
of death and setting up of trusts or pass 
age of trust assets to beneficiaries; 5) 
the grantor can participate in the trust’ 
management during his lifetime, see if 
he likes the way the bank operates il 
and make any changes he deems de: 
sirable; 6) it can limit a wife, in special 
situations, to only a nominal share of 
the estate; 7) choice of governing state 
law (a resident of Florida with assets in 
New York, for example, can create 4 
trust to be governed by N. Y. law): 





8) gifts can be made through the trust 
without encountering problems of pr: 
bate law; 9) the trust is a handy ve 
hicle for life insurance for payment o 
debts, taxes, etc. 

Mr. Forrest listed the disadvantages 0 
a revokable trust as: 1) there is no il 
come, gift or estate tax saving; 2) grant 
or has loss of freedom of managemet! 
over his own property during his life 
time; 3) there is some expense in setting 
up the trust, but the trustees’ fees ar 
deductible for income tax purposes: 
4) attempts to cut off spouse sometimes 
leads to litigation; 5) pour-over provi 
sions present lifficult legal problems. 
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An cher not so common tool of es- 


tate ; anning, Mr. Forrest said, is the 
estate rust “which may suit a particular 
custo;:er when the normal method of 
obtai: ag the marital deduction will not 
apply 

Th: main advantages in using the 
estate irust, he said, are that the re- 


quirenients of Section 2056(b) (5), the 
five conditions needed to establish a 
separaie power of appointment trust, 
need not be met. Another requirement 
for property to qualify for the marital 
deduction. he said. is that assets must 
be income producing. 

“The way we draftsmen get around 
that problem is not to require the trus- 
tees to hold the property but to allow 
the trustees to convert it into income- 
producing property if they deem it ne- 
cessary.” Mr. Forrest also said he pre- 
ferred testamentary trusts to legal life 
estates. 

“Estate trusts,” he said, “can be used 
when the widow is in a high income tax 
bracket . . When the husband does 
not want the wife to have a general 
power of appointment .. . . when there 
is unproductive property which the test- 
ator wants to retain . . and when 
some person other than the wife has to 
be given the income for life.” 


Retention Effort Pays 


An on-the-spot survey of delegates to 
the Trust Departmental revealed that 
only 76'« of the 31 banks represented 
there had a definite sales retention pro- 
gram. The survey was conducted by 
Frank D. Miller, vice president and trust 
officer, Citizens and Southern National 
Bank, Atlanta, for the Tuesday after- 
noon departmental entitled “Retentive 
Selling and Progressive New Business 
Selling.” 

Mr. Miller said that whereas trust de- 
partments know how to get the business, 
they “often forget the follow-through- 
retention of business.” He defined the 
three objectives of public relations in 
the trust field as: 1) develop a clearer 
understanding between the commercial 
bank. the public, and the trust depart- 
ment, 2) improve the quality of services 
offered, and 3) acquire a sound degree 
of business retention. 

A bank spends a lot of money, he 
said, getting new business, and yet the 
Survey indicates that one out of four 
of the banks represented make no effort 
to follow through for more business. Mr. 
Miller said that it costs approximately 
5166 for the trust department to acquire 
a $150.000 estate and only about $4 a 
year for retentive promotions. He said 
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it would pay for many trust departments 
to take a man off new business and put 
him solely on retentive selling. 

Direct mail, according to the survey, 
accounted for 59% of the sales reten- 
tion programs in those banks reporting 
a definite program. Personal contacts, 
Mr. Miller said, were only 28% 
telephone contact amounted to 13%. 

Mr. Miller ventured that 30% of all 
business on the books of the trust de- 
partment will be retained as it matures, 
and the other 70% will not — due to 
beneficiaries and the like moving, dying, 
being affiliated with another bank, etc. 
He also predicted that out of 150 pieces 
of new business there would be 105 
will appointments and 45 agencies, wills 
and all the rest. 

Retentive selling has three objectives, 
he said. The first is to impress the cus- 
tomer with the bank’s services through 
the personal contact. The second is to 
review and update the family planning, 
and the third is to sell more trust serv- 
ices to a customer the bank already 
knows something about. There are sev- 
eral ways of doing this job, he said. In 
order of their cost and effectiveness they 
are: 1) Reminder—let him know the 
trust department is interested in him and 


and 


is familiar with his situation through 
Christmas and birthday cards. (The sur- 
vey revealed that none of the banks sent 
birthday cards and only 15% send 
Christmas cards) ; 2) Periodic mailings 
to trust customers. (The survey record- 
ed 90% of the banks using some form 
of mailings, however only 60° put new 
will customers on the mailing list); 3) 
Periodic review of instruments on file, 
done either by administrative officer or 
new business man; 4) Personal contact 
— show the customers the bank goes out 
of the way to help them: 5) social 
affair — for attorneys, accountants and 
insurance underwriters, and a_ letter 
signed by the president of the bank to 
the one who is responsible for the most 
appointments for the bank during a 
period would mean a lot to an attorney, 
C.P.A. or C.L.U. 

On the subject of progressive selling, 
Mr. Miller said the trust department can 
be selective “since they are your cus- 
tomers.” New prospects can be gleaned 
from stockholder lists of the corporate 
division, from new trust accounts and 
from beneficiaries. 

Commercial customers are a good po- 
tential source, he said. The survey show- 
ed that 58% of the banks routed their 
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savings accounts lists through the trust 
department. He said an important edu- 
cational job had to be done on pension 
and profit sharing, but that the idea can 
be planted on retention calls by bank 
personnel. 

“Don’t overemphasize new _ sales 
quotas — we must keep the business we 
have,” Mr. Miller said. Trust menage- 
ment is not exclusively reserved for 
banks and trust companies, he said, and 
it is possible to lose the business if “we 
don’t do a good job.” 

Emphasizing the importance of con- 
tacts, Mr. Miller stated that he found 
it took about 11 calls to either get or 
lose a customer if there was no type of 
introduction; however, if there was a 
form of introduction it only took four 
or five calls. 60% of all wills in his 
bank were assigned to retentive selling. 
For the cost of a letter and stamp, he 
said, the trust department can periodic- 
ally remind a customer to review his 
will. 

A 2B & 


Regional Bar Meet at 
Birmingham 

An unusually large audience attended 
the session of the Section of Real Prop- 
erty, Probate and Trust Law at the 
American Bar Association’s regional 
meeting held in Birmingham, Ala., last 
month. With Section Chairman Robert 
H. Frazier of Greensboro, N. C. presid- 
ing, three other section officials present- 
ed well received papers. 

Trust Division Director Harrison F. 
Durand of New York reviewed all the 
Federal and state court decisions deal- 
ing with the marital deduction and sug- 
gestions some drafting techniques to 
preclude some of the litigious questions. 
Council member Paul E. Basye of Bur- 
lingame, Cal., discussed Conveyancing 
at the Crossroads, and second vice chair- 
man Edward B. Winn of Dallas outlined 
overlooked points in will drafting. 
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JAMES J. SAXON 


New Comptroller of the Currency, 

who came from The First National 

Bank of Chicago for which he was 
counsel. 











Eeceles Heads Pacifie Coast 
Schoo! — Trust Theses 
Accepted 


Willard L. Eccles, of Salt Lake City, 
senior vice president, First Security 
Bank, has been elected chairman of the 
board, Pacific Coast Banking School, 
University of Washington, Seattle. Mr. 
Eccles succeeds Victor L. Graves, vice 
president and trust officer, Peoples Na- 
tional Bank of Washington, Seattle. 
Since the School was organized in 1938 
enrollment has grown from 100 to 376. 

Six new thesis subjects from the 
School’s Trust Division have been select- 
ed for the library. These are: 

A History of the Trust Business in 
Utah by Emerle L. Crosland, assistant 
trust officer, Zions First National Bank, 
Salt Lake City, Utah. 

The Bank Loan Office as a Source of 
Trust Business by Robert R. Hunt, vice 
president and trust officer, Seattle Trust 
& Savings Bank, Seattle, Wash. 

The Problem of Domicile in the Ad- 
ministration of Estates in California by 
Frank D. Lawrie, trust officer. United 
California Bank, Los Angeles, Calif. 

A Trust Department Manual to Sup- 
plement Trust Operating Manuals by 
James D. Macneil, vice president and 
trust officer, Title Insurance & Trust Co., 
Los Angeles, Calif. 


Branch Trust Services in the Western 
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May we always deserve it. 





States by William L. Schaumberg, Firs, 
National Bank of Oregon, Salem. 

The Widow’s Election in California by 
Lawrence L. Wathey, assistant vice pres: 
ident, First National Trust & Savings 
Bank, San Diego, Calif. 


Maine Corporate Fiduciaries 
Association Meets 


John D. Robinson, trust officer, First 
Manufacturers National Bank of Lewis. 
ton and Auburn, was elected president 
of the Corporate Fiduciaries Association 
of Maine at the annual meeting Novem. 
ber 2 in Bangor. He succeeds Lendall 
B. Knight, trust officer, Merrill Trust 
Co., Bangor. 

Other officers elected at the meeting 
are: Vice Pres. — Robert J. Waldron, 
vice president, Northern National Bank, 
Presque Isle; Sec.-Treas. — Philip R. 
Powers, trust officer, First National 
Bank, Portland. 

Two Bangor businessmen addressed 
the 100 members and guests on the 
theme “Maine Stocks as Trust Invest- 
ments.” Edward M. Graham, Jr., vice 
president, Bangor Hydro-Electric Co., 
represented the public utility industry 
and Howard G. Brush, financial vice 
president, Great Northern Paper Co., 
spoke for the pulp and paper industry. 
At the banquet the feature speaker was 
Adrian M. Massie, director, vice chair- 
man of the trust committee, and consult- 
ant, Chemical Bank New York Trust Co. 
His topic was “Future Investment Prob- 
lems of Trustees.” 


A A A 


e The 1963 annual meeting of the Mil- 
lion Dollar Round Table will be held on 
board the Swedish-American Line flag- 
ship “Kungsholm.” The ship will accom- 
modate 600 persons and will leave New 
York on Wednesday morning, June 12, 
for the cruise to Bermuda, arriving in 
New York again at 7:00 A.M. Tuesday, 
June 18. 
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_A Reading Of 





The Trust Barometer 


THOMAS H. BEACOM 


President, Trust Division, American Bankers Association; 
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F WE ARE TO CONCERN OURSELVES 
l with a “forecast,” suppose we check 
the “atmosphere” of our times and look 
at some of the “pressures” that affect 
our lives. 

Let us, for perspective. compress our 
world of 214-billion people into a com- 
munity of 1,000 (as did an Evanston 
clergyman, Dr. Harold Blake Walker, 
who, in turn, quoted a demographer un- 
known to me). In this microcosm there 
would be 60 Americans, and the rest of 
the world would number 940 of diverse 
races and customs. 

One-half the total income of the en- 
tire community would be given over to 
the 60 Americans. The tires of their 
aut>»mobiles would take 90° of the rub- 
ber produced by the community. They 
would be consuming most of the coffee 
and virtually all of the luxury foods, 
and would own 15 many 
“things” (comfort “gadgets”) as were 
owned by their 940 neighbors combined. 
The American group would be well fed, 
comfortably housed, and _ thoroughly 
amused while most of the other 940 
would be hungry. sick, ignorant, and 
crowded 10 in a room. More than half 
of the 940 would never have heard of 
Christ nor of Christian teachings. More 
than half would be hearing about Marx, 
Lenin, and Khruschchev. Among the 60 
Americans 36 


times as 


least nominally, as Christians; and in 
the remainder of the neighborhood there 
would be about 300 more who could be 
similarly classified. 

The Americans would have food pack- 
ed to overflowing in expensive storage 
facilities, and the rest of the community 
would — presumably — be regarding 
them with envy and resentment. 

Assuming the validity of the figures. 
has the story any significance? What are 
the inferences to be drawn from it? 
Americans pride themselves on being 
realists, on wanting facts as premises 
for conclusions. In final analysis, what 
are facts? In the welter of words that 


From address before 30th Mid-Continent Trust 
Conference, Dallas, Nov. 9, 1961. 
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could be classified, at ~ 


appear in print — that pour over the 
airwaves — how are we to distinguish 
the meaningful and true from the malici- 
ous and false? Hitler boasted of what 
he could do with the “big lie” — and he 
almost did it. In the Soviet Union today 
the disciples of Marx are deliberately 
rewriting history into an Alice-in-Won- 
derland fantasy where words mean only 
what the commissars say they mean. 
These circumstances pollute the atmos- 
phere. They exaggerate into abnormality 
the normal pressures that affect our 
lives. 


International Pressures 


For example, we have an intensified 
oriental menace in Red China. We have 
for consideration its perennial demand 
for admission to the United Nations. A 
vigorous senatorial voice from Arizona 
insists the answer should be a clear and 
unmistakable “no.” The Senator urges 
suspension of the support that the U. S. 
gives the U. N. if there is a vote to 
edmit Mao Tse Tung’s communist main- 
land government. He argues that we 
support the U. N. not because it is an 
international organization but because it 
was created to serve the great human 
ends of liberty and peace. 








na. oP, 5 
Co-chairman of Mid-Continent Trust Con- 
ference at Dallas — Thomas J. Moroney 


“(left) and William F. Worthington (stand- 


ing) join new A.B.A. Trust Division presi- 
dent Thomas H. Beacom. 


In another era Theodore Roosevelt 
said, “We here in America hold in our 
hands the hope of the world, the fate 
of the coming years; and shame and 
disgrace will be ours if in our eyes the 
light of high resolve is dimmed, if we 
trail in the dust the golden hopes of 
men.” These are grandiloquent words 
that sound rhetorical in modern ears, 
whose owners think of themselves as 
pragmatic, matter of fact, no-nonsense 
realists. 

Gaitskell, the British labor leader, has 
suggested that Berlin should be made an 
international city given over to the con- 
trol of the United Nations which should 
establish its headquarters there instead 
of in New York. Of late it has been 
reported that Khrushchev also favors 
that idea. If true, this may prove to be 
unfortunate — akin to the “kiss of 
death.” Otherwise, many in our country 
might be persuaded to applaud the plan. 
But is it likely to be debated? 

Walter Lippmann, who has consider- 
able following as a commentator on 
foreign affairs, identifies the two “K’s, 
Kennedy and Khrushchev, as the pos 
sessors of “equal and absolute weapons.” 
He adds that world leaders are without 
any useful precedents for the conduct of 
diplomacy in a nuclear age; that they 
must all “guess and improvise, experi 
ment and hope.” 

President Eisenhower, in awesome 
contemplation of the hydrogen bomb, 
concluded that there is no longer any 
“alternative to peace.” The same bomb 
has panicked Bertrand Russell and other 


" pacifists into mouthing a slogan, “Better 


Red than Dead.” Think how Theodore 
Roosevelt would have scorned _ that 
phrase. He would have called it a slogan 
for mollycoddles. 

We are told that 30- to 70-million 
Americans can be annihilated in a full 
nuclear Who knows how many 
Russians and Chinese would perish if 
our bombs were released over Red terti- 
tory? The inescapable fact is that wat 
has ceased to be a usable “instrument of 
national policy.” 


war. 


Nuclear war is not 
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just other kind of war but a wholly 
new order of violence.” 


Lippmann gravely states that “only a 


mora: idiot would press the button.” 
Have we any insurance against “moral 
idiot gaining control of the machinery 
of power? Is there any device that will 
assure no miscalculation by responsible 
leade: =? 


Fundamental Questions 


A more fundamental question is: Can 
we always—or ever—be certain that 
leadership will be in the control of 
responsible men? 

Was Hitler responsible? 

Reading his so-called “secret conver- 
sations” — the table talk that his mega- 
lomania led him to have Bohrmann rec- 
ord —- makes it difficult, if not impos- 
sible. for an average person to think he 
was sane. But he gained power and used 
it, ruthlessly. He practiced deceptions 
that made Machiavelli seem an amateur. 
He almost conquered Europe. His “op- 
posite number” — Stalin in Russia — 
is dead. But the “cause” for which Stalin 
was a fanatic fighter is not dead. His 
successor confronts the Free World with 
an oversimplified choice: 
surrender. 

What will our decision be? 


suicide or 


The an- 


swer should not be hard: better death 
than surrender. But the answer is not 
for one man to give. The response of 
millions will determine the issue. The 
answer will grow out of individual soul 
searching — and the answer will be 
the belief of the mass of mankind. 

I do not agree that we can improvise 
solutions. Means and methods, yes. 
Principles, no. Some things we must be- 
lieve it is better to die for than to live 
without — honor, for one thing. And 
our self-respect as a free people, for 
another. 

In more material sense, how can we 
compromise on a question of, say, con- 
tractual obligations? If the pledged 
word of a man — or a nation — is not 
good, what government can there be 
except the rule of the bayonet . . . or of 
the megaton bomb? This would be a 
tyranny of terror — not the reign of 
reason. 

Are we to compromise on the social- 
izing of property ownership? We have 
compromised. The erosion of personal 
rights has been so gradual as to be to 
many imperceptible — but it has been 
steady even in our own country and 
rapid in other parts of the world, Cuba 
is our nearest example. 

Seriously one can ask: Are all our 
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new political units — all the 


“newly 
liberated” 


ready for self- government? 
Is self-determination a human right not 
to be denied — or a politician’s shibbo- 
leth? Does “consent of the governed” 
mean a voluntary submission to chosen, 
elected representatives — or a state of 
being that is “presumed” after force has 
been applied? We think we know the 
answers to these questions. But are our 
answers understood elsewhere in the 
world as empty words? Are they deeply 
rooted convictions everywhere? 

These are the profound uncertainties 
that tantalize our numerous politicians 
and our few statesmen. These are the 
imponderable forces that will ultimately 
determine the rise or fall of the barome- 
ter we, as trustmen, are trying to read. 
As professional trustees we can predict, 
on the basis of past experience, that we 
will in the future be confronted by the 
unpredictable. 


Statistical Potential vs. Survival 


Let us analyze once more our “po- 
tential market” — and estimate the ex- 
tent to which it has not been penetrated. 
This operation presupposes some dig- 
ging into rather dull statistics — but 
that is unavoidable if we are to prove 
our wishful assumption that in our so- 
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ciety of the future the trustman is to 
be the indispensable man. The fact that 
he will have to overcome communism in 
order to qualify as indispensable and 
the possibility that he may have to 
crawl out of a bomb shelter in order to 
qualify for any function at all cannot 
be allowed to hamper our optimism. 

Let us estimate a gross national prod- 
uct for 1961 in the United States of 
more than $500-billion. The next eye- 
opening calculation is that our people 
are saving, annually, approximately 7% 
of their total disposable income and 
that they numbered in 1960 more than 
183-million. Of our total population 
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6814-million men and women are. work- 
ing; 118-million own more than $580- 
billion of insurance protection; and in 
1960 somebody collected $137-million in 
death benefits from automobile accidents 
alone... a dismal, grisly statistic, which 
1 don’t think represents progress, but 
there it is. 

It is reported that 1214-million men, 
women, and children are stockholders. 
Our countrymen have on deposit in 
about 14,000 banks $260-billion. Also 
there are now more than 20-million per- 
sons covered by pension plans and 30- 
million families with incomes greater 
than $5,000 a year. 

We have in the United States at least 
$50-billion in trust to protect pension- 
ers, and it is estimated that about $314- 
billion of new money flows annually into 
pension or retirement accounts. The 
total liquid savings of individuals 
amount to more than $225-billion. Par- 
tial liquidation would strain the econ- 
omy, and complete liquidation would 
drain it. 

In 1930 it was reported that American 
corporations had assets of $344-billion. 
In 1958 the figure was $1.65-trillion. 
Corporate earnings after taxes rose 
from $214-billion in 1930 to nearly $23- 
billion in 1960, and dividends exceeded 
$14-billion. If your personal share of 
these stupendous sums seems on the 
meager side, remember that in the past 
20 years our population has grown by 
more than 40-million, is growing now at 
the rate of about 3.7-million annually, 
and by 1975 will be approximately 230- 
million. It goes without saying that a 
megaton bomb — off course and headed 
in the wrong direction — would seri- 
ously affect these estimates. But, forget- 
ting that possibility, these boxcar fig- 
ures represent the potential for trust 
business. Our growth is inevitable be- 
cause victory is inevitable — in our 
struggle with the unfree nations. 

One statistic not likely to change 
much — unless you do something about 
it — is the 40% of American property 
owners who die each year leaving no 


will. The same people do not, of course, ° 


die each year; but the 40% who die 
intestate are just about as constant and 
predictable as sunspots. 

Your job — and mine — with the 
cooperation of the Bar — is to lower 
that 40% figure. It has been static too 
long. In a country where private own- 
ership of property is still an indefeasible 
right, where men and women can choose 
freely the beneficiaries of their bounty, 
where commissars and secret police are 
not yet knocking in the middle of any 






night on any door, and where free ep. 
terprise, free speech, and freedom of 
the press —- as well as freedom of cop. 
science — have still a haven and q 
home, we have certainly no duty to be 
silent. Indeed I doubt that we have any 
right to be. Free medical services, free 
retirement benefits, free lunches — these 
freedoms promised by the state — have 
too much the sound of vote-catching 
pledges. Nothing is free in this life un. 
less it be the spirit of man. When the 
spirit is not free, not even the air we 
breathe will be free of cost because the 
price will be genetic pollution from dirty 
nuclear bombs. 


Value of Intangibles 


The cost of abandoning the boon of 
personal responsibility, the cust of de. 
faulting our inherited liberties, of sur. 
rendering to rampant typranny cannot 
be measured in dollars — by taxes or by 
debts. The cost of such losses can be 
measured only by the values that for us 
make life worth living. 


The important thing for our genera- 
tion is to find some means of convine- 
ing the communists that we value more 
than life itself the things that make life 
worth living, and that these things are 
not material things as the communists 
have been taught — but intangibles. 
Concepts like justice, freedom, fairness, 
and honesty — truth. We believe in the 
sanctity of the pledged word. Our im- 
perfections are in the weaknesses of 
men and not in the weakness of our 
faith. We strive in essentials for unity, 
allow in less vital matters all liberty 
short of anarchy, and hope in every 
personal relationship to manifest and 
to be accorded charity. In short, we 
honor as a principle the golden rule 
and are not disposed to concede that 
we are wrong simply because not all 
of us always live up to it. Certainly we 
do not intend to abandon it on the 
strength of Khrushchev’s assertion that 
we must do unto others as he would 
have us do unto them. 


Somehow this fact must be made s0 
clear that no miscalculation, no mis 
understanding of our firmness, will be 
possible. 


A A A 


e Total assets under administration by 
state chartered trust institutions in Colo- 
rado amounted to $18,702,377 as of 1961 
second half year reports to State Bank 
Commissioner Frank E. Goldy. Of this 
amount $5,2 million was invested in 
stocks, $7.5 million in bonds, and $3.8 
million in real estate. 
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Here are the 70 New York City life underwriters greater New York area. A We in the Trust Division of First 

. who have earned high distinction in their important field. National City Bank understand well the vital role of insur- 

by ff All are both Chartered Life Underwriters, and Members of ance in personal financial planning. It is our policy and prac- 
ol | the “Million Dollar Round Table.” Through experienced tice to work closely and cooperatively with life underwriters 
961 | insurance planning, they and their associates help bring in our capacity as a fiduciary. A Again, gentlemen, our 


- ' security and ease of mind to thousands of families in the congratulations on a job exceedingly well done! 
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FAVORABLE 1962 OUTLOOK FOR 
FarM EQUIPMENT INDUSTRY 


Rising farm income, favorable grow- 
ing conditions, low dealers’ stocks of 
farm equipment and important technical 
developments in the state of the art are 
major factors indicating an excellent 
sales and earnings year for the farm 
equipment industry in 1962. We look 
for the industry in the coming year to 
show a rise of 5°(-10°7 in sales over 
1961. Over the longer term the increas- 
ing size of farms and the shrinking num- 
ber of farmers should accelerate the ex- 
isting trend towards greater mechaniza- 
tion of agriculture. In our opinion, the 
present trend towards foreign expansion 
by domestic manufacturers will also be- 
come of increasing future importance 
due to the above-average potentialities 
of the overseas market. 

Our estimates herewith of 1961 and 
1962 cash receipts from farm mar- 
ketings and government payments to 
farmers compare with actual 1959 and 
1960 figures. 


- 





. Memos 


ment manufacturers, sales of the indus- 
try have historically shown a close cor- 
relation with cash receipts from farm 
marketings. In addition, it is significant 
to note that, due to inauguration of the 
feed grain and wheat programs this 
year, government payments to farmers 
are expected to increase from $700 mil- 
lion in 1960 to $1.6 billion in 1961 and 
$2.0 billion in 1962. This improvement 
indicates higher sales for farm equip- 
ment next year as farmers customarily 
base their Spring planting season on the 
amount of cash in pocket available from 
the previous year’s operations. In addi- 
tion, moisture conditions are now gener- 
ally favorable throughout the United 
States, including the North West where 
the Spring wheat area was hit hard by 
a severe drought this year. 

In 1960, a combination of unfavorable 
factors resulted in an 8% drop in vol- 
ume of farm equipment sales, lower 
selling prices and a piling up of dealers’ 
inventories. Unusually cold and wet 
weather in the Spring, the peak selling 
season, caused a substantial deferral of 
equipment purchasing by farmers. For 
various reasons, several major manu- 
facturers placed unusual pressure on 
their dealers to liquidate inventory at 
a sacrifice. To be specific, Deere, the 
largest domestic producer, had just in- 
troduced its revolutionary new line of 
four-cylinder and_ six-cylinder farm 
tractors and, consequently, was anxious 
to clean up its stocks of the old line of 
two-cylinder tractors. As the result of 
an over-ambitious production program, 
J. I. Case had overloaded its dealers 








Estimated Estimated Year Year 
1962 1961 1960 1959 

Cash Receipts from Farm Marketings (billions) 
Livestock Products $19.4 $19.5 $18.9 $18.9 
Crops 15.8 15.7 15.1 14.5 
Total _ $35.2 $35.2 $34.0 $33.4 

Government Payments to Farmers 

Conservation, Soil Bank & Other - $ 0.7 $ 0.7 $ 0.7 $ 0.7 
Feed Grain Program 0.9 0.7 — = 
Wheat Program 0.4 0.2 — — 
Total $ 2.0 $ 1.6 $ 0.7 $ 0.7 
Grand Total $37.2 $36.8 $34.7 $34.1 


Estimated cash receipts from farm 
marketings are projected to reach an 
all-time high of $35.2 billion in 1961, 
which will be equalled in 1962, as com- 


pared with the previous record peak of © 


$34.0 billion in 1960. According to 


economists of the leading farm equip- 
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with inventories and had to pay the price 
in distress selling. “Another manufac- 
iurer, Oliver, was preparing for a merger 
with White Motor and, consequently, 
exerted every effort to reduce its own 
and its dealers’ inventories to minimum 
levels. 


. << Portfolio. Studies... 


.. Funds Index .. . Reports 


This year conditions have been ye. 
versed as compared with 1960. Spring 
weather was much more favorable for 
planting and. as already noted, cash re. 
ceipts were in a rising trend and gov. 
ernment payments to farmers were more 
than double those of the previous year, 
In general, dealers’ sales ran ahead of 
1960 levels and were in excess of whole. 
sale sales, which we estimated at $2.] 
billion vs. $2.05 billion in 1960. Deere’s 
shipments at both the wholesale and re. 
tail level were stimulated by introduc. 
tion of the new tractor line and, in our 
opinion, dealers’ stocks of J. I. Case 
and Oliver were reduced to more man- 
ageable proportions than a year earlier, 
Consequently, dealers’ inventories at the 
close of the 1961 harvesting season were 
substantially below the level of the 
previous year. In fact, we estimate that 
stocks of dealers of International 
Harvester and Allis-Chalmers (No. 2 
and No. 3 in industry sales) are cur 
rently 25% below last year. 


Important technical developments in 
the state of the farm equipment manv- 
facturers’ art are continuously expan¢- 
ing their penetration of the market. 
These developments include: higher 
horsepower and greater use of mechan- 
ical and hydraulic power in tractors: 
larger implements such as _ eight-row 
plows and self-propelled combines; spe- 
cialized equipment for particular crops. 
ie., cotton pickers, fruit gatherers; and 
conditioners and hay bale ejectors; and 
equipment for mechanization of farm- 
steads, including crop handling and dry- 
ing, livestock feeding and feed process 
ing. 

To sum up. the farm equipment indus- 
try will enter 1962 with the most power- 
ful and versatile line of equipment in 
its history and a generally low level of 
dealers’ inventories. The farmers will 
have immediately behind them receip! 
of a record cash income in 196] and 
before then the prospect of at least as 
good an income in 1962. The result 
should be an increase of 5%-10% in 
next year’s equipment shipments to $2.2- 
$2.3 billion, which would compare with 
the all-time peak year of $2.37 billion 
in 1951. 

The Kennedy administration’s feed 
grain program took 24% of the nation’ 
corn acreage out of production this 
year and a 10% reduction in wheal 
acreage is looked for in 1962. Such re- 
ductions may reduce demand for farm 
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aent temporarily but it should be 
point d out that acreage taken out of 
prod: ction must be maintained with 
crops, which require use of trac- 


equi 


cove: 

tors and some tillage tools. Moreover. 
as formers reduce producing acreage 
under government crop restriction pro- 
sram. they increase production on the 
remaiiing acreage by more intensive 


cultivation and use of fertilizer. For ex- 
ample, corn yield per acre was the high- 
est in history this year. Cropland har- 
vested has been reduced from 344. mil- 
lion acres in 1950 to 311 million acres 
in 1958, 300 million acres in 1961 and 
an estimated 285-290 million acres in 
1962. Nevertheless, cash receipts from 
farm marketings reached a new high of 
$35.2 billion as compared with $28.5 
billion in 1950. 

Over the longer term, the economics of 
a steady rise in the size of the average 
farm and an equally steady decline in 
the number of farmers has forced the 
farmer towards more intensive mechan- 
ization. Average acreage per farm 
climbed from 215 acres in 1950 to 302 
acres in 1959. Meanwhile, total farm 
employment of 7.1 million in 1960 was 
28° below the 1950 level of 9.9 mil- 
lion and a further decline to 4 million 
is forecast by 1970. At the same time, 
the Department of Agriculture estimated 
as long ago as 1956 that total farm 
production in 1975 must increase by 
one-third to meet the demands of an 
increasing population. 

On July 13, William A. Hewitt, presi- 
dent of Deere & Co., stated in a speech 
before the New York Security Analysts 
that “the possibilities of farm mechaniza- 
tion abroad are almost beyond belief — 
in the long run.” Mr. Hewitt’s company 
has backed up this statement by invest- 
ing $87 million to date in foreign manu- 
facturing facilities. Included in this in- 
vestment has been a majority stock in- 
terest in Heinrich Lanz, the largest in- 
dependent farm equipment manufacturer 
in Germany, construction of a French 
plant now under way, and the recent 
acquisition of a minority interest in a 
Spanish company. 

Massey-Ferguson, the leading Cana- 
dian manufacturer of farm equipment 
and an important American producer. 
is the largest world-wide company in 
sales of farm tractors and implements. 
This company’s foreign business ac- 
counts for over 60% of sales and prob- 
ably over two-thirds of net earnings. We 
estimate that its foreign shipments are 
nearly twice those of International Har- 
vester, its nearest competitor. The po- 
tential of foreign equipment demand, 
particularly in Western Europe, is il- 
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FREE MONEY MAKING BOOKLET 


WHY INVESTORS 
LOOK T0 
CALIFORNIA 


AND WORLD SAVINGS 


Here’s a free money making booklet loaded with reasons why wise 
investors are looking first to California, America’s fastest growing 
state and to World Savings, one of the fastest growing Savings and 


Loan Associations in Southern California. 


Here’s Just A Sample Of The Valuable Contents: 


% How California’s record-shattering population growth has created an 
unparalleled investor’s market for you. 


% Why Los Angeles is the nation’s leading construction market and its profit 
possibilities for the investor who acts now. 


% How and why diversified industrial growth creates sound, stable savings 
and investment opportunities for your surplus funds. 


“WHY INVESTORS LOOK TO CALIFORNIA” will be mailed to you absolutely 


Open a high earning 
insured savings 
account today at 
World Savings ! 






CURRENT 
ANNUAL RATE 





Insured savings accounts now earn the extra high rate of 4%2% a 
year in California at World Savings. Air mail funds to World Savings 
and receive your savings passbook by return air mail. 


e Dividends compounded quarterly e Resources now over $80 
Million e Savings accounts insured to $10,000 by the Federal 
Savings and Loan Insurance Corporation e Air mail postage 
paid both ways e Main office: Lynwood, California e Savings 
postmarked by the 10th of the month earn from the Ist of 
the same month. 





FREE GIFT—Handsome desk-top World globe bank. Attractive colors. 
Open your insured savings account, now. Accounts up to $50,000 invited. 


Air mail funds to: WILSHIRE OFFICE of 


WORLD SAVINGS 


AND LOAN ASSOCIATION 
1926 Wilshire Bivd., Los Angeles 57-l, California 


lustrated by the growth in overseas sales 
of Massey-Ferguson over the past five 
years, as shown in the table. 


which is considered the most modern 
and efficient in Western Europe; and 
5) acquisition in November, 1960, of 


Year Ended October 31 


1961 
Estimate 1956-1961 
(in thousands) 1956 Increase 
Foreign Sales - : $314,000 $212,174 48.0% 
Inc. Western Europe : 222,000 142,767 55.5 
Other Foreign ___ 92,000 69,407 32.6 
Total Sales ___. 510,000 355,124 43.6 
Foreign Sales % Total 61.6% 59.7% 


In the past two years, Massey-Fergu- 
son has taken the following five major 
steps to increase further its penetration 
of foreign markets: 1) the purchase in 
April, 1959, for $12.5 million of F. Per- 
kins Ltd., the largest manufacturer of 
diesel engines in the United Kingdom. 
which gave the company its own supply 
of engines for farm tractors as well as an 
important and growing outside market; 
2) the purchase for $40 million in Aug- 
ust, 1959, of the tractor manufacturing 
facilities of Standard Motor Co. Ltd. 
in the United Kingdom, thereby obtain- 
ing a very efficient manufacturing plant 
at Coventry, England; 3) purchase dur- 
ing 1959 of the remaining 75% stock 
interest in a French tractor company 
operating two factories in France; 4) 
construction during 1960 of a 300,000 
sq. ft. tractor plant at Beauvais, France. 


G. Landini & Figli S.p.A., the second 
largest Italian producers of farm and 
industrial wheel and crawler tractors 
with 1960 sales of about $12 million. 
Epwarp S. WILSON 
W.E. Burnet & Co. 


A A A 


e Motor car manufacturers are opti- 
mistic for the current model year, enter- 
taining visions of the second best period 
on record, probably touching the 6,500,- 
000 mark, with the sole member of the 
Big Three to fall behind the pace being 
Chrysler. Demand for new cars has gen- 
erally been so brisk and availability of 
certain models so chancy that the used 
car market has reversed its normal fall 
trend due to the strike, with prices slight- 
ly above a year before. As new car stocks 


build up, however, prices will be watched 
closely. 
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insured to *110,000 
with one-check convenience 


Eleven California savings and loan associations now make it possible for you 
to earn 4%% (current minimum annual rate) on as much as $110,000... with the 
entire amount insured. 4 Each association is a member of Federal Home Loan 
Bank System, with accounts insured to $10,000 by Federal Savings and Loan 
Insurance Corp.,apermanentagency of the U.S. Govt. By appointing as trustee 
Mr. Edward L. Johnson, president of Financial Federation, Inc. (parent com- 
pany of the eleven associations) they have made it possible for you to mail one 
check and have funds distributed to one or more of the eleven associations listed 
below. Up to $10,000 with each association permits total of $110,000 insured 
under one account name. ¥% Make one check to“ Edward L. Johnson, Trustee” 
OR make checks to individual associations in amounts you wish and mail in one 
envelope to address below. Add or withdraw with convenient flexibility. Funds 
received by 10th of any month earn from Ist. 


Combined Assets over $440 Million 


Atlantic Savings, Los Angeles * Coachella Valley Savings, Palm Springs « Community 
Savings, Compton « La Ballona Savings, Culver City * Lassen Savings, Chico « Midvalley 
Savings, Marysville « Palomar Savings, Escondido « Prudential Savings, San Gabriel « 
Sequoia Savings, Fresno « Sierra Savings, San Bernardinoe Silver Gate Savings, San Diego 
All associations are members of the Federal Home Loan Bank System with accounts 
insured by the Federal Savings and Loan Insurance Corporation. 







1122 


For more details, write for our new Savings/Investment Portfolio 


Edward L. Johnson, Trustee - Eleven Insured Savings and Loan Assns. 
DEPT.2002,615 SOUTH FLOWER AT WILSHIRE BOULEVARD, LOS ANGELES 17, CALIF. 











Florida Trustmen Hear 
Investment Discussion 


The Fall Trust Conference of the 
Florida Bankers Association, held jn 
Fort Lauderdale November 9-10, fea. 
tured an Investment Panel that was un. 
usual if not unique. Four speakers pre. 
sented topics as follows: Economic Indi. 
cators Used in Forecasting Business Re. 
cessions and Revivals by W. B. Cudahy, 
investment trust officer, First National 
Bank, Palm Beach; Methods for Hand. 
ling Concentrations in Trust Accounts 
by James W. Mckinney, vice president 
and trust investment officer, Palmer 
First National Bank & Trust Co., Sara. 
sota; The Use of Investment Advisory 
Accounts Looking Toward Future Pos. 
sibility of Will Appointments and Testa- 
mentary Trusts and The Use and Estab- 
lishment of a Foreign Investment Corpo- 
ration for Non-Resident Aliens both by 
C. W. Rosemond, trust investment off- 
cer, First National Bank, Miami; and 
Trustees’ Investment Responsibilities 
under the Prudent Man Rule under Pres- 
ent Market Conditions by W. E. Allen, 
Jr., vice president, Barnett National 
Bank, Jacksonville. 


Earlier in the Conference the 61 dele- 
gates from 49 banks heard reports from 
committee chairmen. The Trust Train- 
ing School will hold its 1962. session 
again at the University of Florida in 
Gainesville, starting June 11. Subjects 
will include estate and trust taxes, es- 
tate planning, and trust and estate pro- 
motion. The 1962 session will complete 
the first three year cycle, Fred Tinsley, 
vice president and trust officer, Florida 
National Bank, Orlando, stated. Last 
year’s School had 58 students from 41 
banks in 29 cities. Five students were 
from out of state, eleven were women. 


Nine bills which have become law, or 
will before the year-end, were reported 
by Dean Houk, vice president and trust 
officer, Union Trust Co., St. Petersburg. 
Delegates were given copies of a brief 
summary of the significance of each and 
its effective date. These items have previ- 
ously been reported in T.&E. 


Additions to the Trust Operations 
Manual, reported by William G. Dickie. 
vice president and trust officer, Atlantic 
National Bank, Jacksonville, included 
New Account Work Sheet for Corporate 
Trust Department, Guardianship Work- 
sheet, and Estate and Guardian Master 
Control (previously reported in T.&E.). 


The banquet speaker was Ernest N. 
Orr, Jr., vice president, Broward Na- 
tional Bank, Fort Lauderdale. 
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GE ae: Gie..- 7 se ar See a 
This 74-ton giant is one of many powerful compressor engines being added to Cities Service gas system, 


Cities Service on the move 


New families, new homes . . . new processes, new It is the same story with petroleum and its many 
products, new plants . . . the demand for natural products, from asphalts and heating oils to high 
gas grows and grows. To meet this demand, new octane gasolenes and petrochemicals. In every 
pipelines are laid, new storage facilities constructed, area of its interest, constantly expanding and im- 
new and mightier compressors installed. Every day proving its ability to meet the growing need... 
Cities Service adds to the hundreds of billions of Cities Service is on the move! 

cubic feet of this versatile fuel it supplies to utilities 


Serving American homes and factories. C ITI] E; S (Q) S ERVIC E. 
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Mrxep TrENps NorTep 
IN ECONOMY 


Coming into the last month of the 
year, the pace of business, while still on 
the upgrade, remains somewhat more 
hesitant than Washington pronounce- 
ments would indicate. 

The Administration’s main objectives 
of full employment, price stability, pro- 
tection of the dollar and stimulation of 
economic growth have apparently be- 
come fused into a joint dilemma to 
which business sees no lasting solution 
so long as raddled economic thinking in 
high circles prevails. Unfortunately, 
there is no reason to expect any change 
for the better. 

Business management must perforce 
operate with conditions as they are and 
not as it might like them. With govern- 
ment’s chief reliance on massive spend- 
ing as a business stimulant, which has 
thus far failed to make much of a dent 
in unemployment statistics, correspond- 
ing budget demands make comprehen- 
sive tax reform almost impossible. The 
state of the dollar is still far from se- 
cure, with gold withdrawals recently on 
the rise. Under these conditions, with 
productive capacity in most lines ample 
and profit margins feeling the pinch, it 
is hardly strange that industry is loath 
to commit major programs in an atmos- 
phere of domestic and international un- 
certainty. 

Apparently disturbed by stories of 
anti-business animus, the Administration 
has launched a series of White House 
Regional Conferences designed to in- 
form citizens about federal programs. 
Dr. Heller, chief economic adviser, told 
a mid-November panel of business execu- 
tives in New York that the September- 
October lull in the pace of economic re- 
covery has definitely ended and that the 
Council of Economic Advisers foresees 
no downturn in 1962, although a mid- 
year steel strike is a strong possibility. 
Remembering the President’s warning to 
steel management earlier this fall, it is 
worth pondering whether this implies 


that his quid pro quo of exerting strong . 


influence upon Mr. McDonald for a con- 
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servative stand on 1962 wage demands 
will be unavailing. Moreover, Dr. Heller 
offered no tax relief hopes for 1962 ex- 
cept an 8% credit for business invest- 
ment, along with elimination of the pres- 
ent puny 4% tax credit on dividends en- 
joyed by shareholders. If this road-show 
goes the scheduled round of twelve ci- 
ties, it should serve to mold business 
thinking firmly into the conviction that 
conservatism is the safest policy until 
conditions change. 


At the New York meeting, one of the 
panelists, John D. Wilson, vice presi- 
dent, Chase Manhattan Bank, pointed 
out the need to spur spending by the pri- 
vate sector of the economy if govern- 
ment wishes to stimulate growth. Private 
investment, he said, is presently no high- 
er than it was in 1957, whereas govern- 
ment spending has risen by $35 billion. 
This suggestion is, of course, entirely at 
variance with the proponents of ever- 
greater concentration of spending in 
Washington. While some estimates of 
$40 billion or more were heard earlier 
for 1962 capital investment in plant and 
equipment, McGraw-Hill’s fall survey 
now places this figure at $35.8 billion, 
only 4% above 1961, rather than the 
hefty 15% which the larger total would 
represent. 

While there seems no reason for ma- 
jor concern over the nearby outlook for 
business in the sense of a possible down- 
turn, opinions are quite divided as to the 
rate of recovery and, of course, its dura- 
tion, with the greatest degree of gloom 
reported in the heavy-goods manufactur- 
ing segment where much of the unem- 


ployment slack could be absorbed. Hopes. 


are running high for a good year in the 
motor industry, however, with encour- 
aging initial response to the 1962 mod- 
els reported and with some improvement 
in demand for steel. Retail sales in 
October were slightly above September 
and, although consumer purchasing pow- 
er and liquid savings have been increas- 
ing steadily, the public has not as yet 
really loosened its tight grasp on the 
pocketbook and likewise is evidencing 
less eagerness to incur debt for durables. 





Expectations for a thaw in this attitude 
which would spell a record Christmas 
season continue undimmed, however, 

In the final analysis, though, profits 
are the crux of the matter and govern. 
ment cannot expect business to absorh 
the labor surplus and produce needed 
revenues without them, any more than 
one can set a new high jump mark with 
lead weights in his shoes. This is the 
chief problem confronting corporate 
management in the pattern of generally 
rising sales volume and declining net, 
By bending every effort to increase eff. 
ciency through mechanization, much of 
which is absorbed by labor rises and 
fringe benefits, profit erosion has, jin 
many instances, been retarded but the 
problem is again complicated by inade. 
quate depreciation schedules under IRS 
regulations which overstate profits and 
swell the tax payout. It is not a question 
of business seeking favors at the expense 
of the public; rather, profits are a neces. 
sity if we are to operate under a free 
enterprise system rather than a seni- 
socialist or socialistic one. 


More REVENUE FROM 
CAPITAL GAINS 


As noted last month in this column, 
the law of diminishing returns has been 
cited on innumerable occasions by com. 
mentators on our outmoded and oppres- 
sive income tax laws which act as an 
effective barrier to achieving a sound 
balance between revenue-producing 
sources. While many of our Congression- 
al representatives are no doubt aware of 
the lift which less onerous rates would 
give the economy by broadening the tax 
base through greater profit incentives. 
they lack the will to resist the perennial 
plaint of the Treasury that even tempor- 
ary loss of revenue would upset budget 
projections. 

Having counted upon capital gains as 
a portion of the revenue picture for s0 
many years, our legislators have accord- 
ingly maintained their ostrich-like stance 
on this provision which demonstrably 
freezes a large chunk of capital and 
works to deter economic growth instead 
of to stimulate it. Quite apart from the 
uneconomic theory implicit in taxing 
capital gains at all, while fragmentary 
relief from income taxation is doled out 
on the basis of pressure groups’ ability 
to influence action, investors with sub- 
stantial unrealized profits are so reluc- 
tant or unwilling to register them that 
the “take” from this source in 1960 was 
only approximately $1.4 billion. 

The New York Stock Exchange has 
for many years been quite vocal on the 
immediate benefits, both in tax revenues 
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and besiness stimulus, which reduction 
in the : xisting 25% rate and shortening 
of the holding period would effect and 
Presid: nt Funston has so testified in 
Washi: zton on many occasions. Whether 
our la» makers may have believed that 
the Exchange’s representation was 
tinged with self-interest with a view to 
possib . stimulating larger trading activ- 
ity is uncertain but further ammunition 
on this subject is now at hand in the re- 
sults of a survey conducted under Ex- 
change auspices by outside investigators. 

The investigation covered stocks held 
by nearly 1,100 individuals located in 
46 states and the District of Columbia, 
in more than 400 cities and towns, on 
farms and in suburban areas, during 
1960. Total value of stocks held came to 
almost $63 million, of which over $25 
million represented capital appreciation. 
These amounts were further broken 
down into a selected list of twelve invest- 
ment-grade listed stocks, which repre- 
sent more than 20% of the market value 
of stocks traded on the New York Stock 
Exchange, and all other stockholdings of 
those interviewed. 

Tabulation of the amount of capital 
which would be released by sale of ap- 
preciated stocks and the consequent tax 
yield to the Treasury shows, of course, 
that these totals would move inversely 
with the capital gains rate. For example, 
with maximum tax of 20%, the freed 
capital would be about three times the 
1960 figure and tax collected slightly 
under twice as much, while reduction to 
12144% would step up the respective 
ratios to nearly five times and more 
than double last year’s totals. 

The obvious answer to any such study 
is that people seldom act as they speak 
and that changed conditions may alter 
their decisions. These objections cannot 
be rebutted but the organization which 
conducted the study enjoys, we are in- 
formed, an exceptional reputation for 
meticulous preparation and conduct of 
interviewing techniques. For example, 
names were obtained from various 
sources other than stockholder lists or 
government records and interview ap- 
pointment letters did not mention the 
subject of interest but rather the making 
of investment decisions. Also, people 
were not asked to state their likely ac- 
tions under various tax rates but were 
questioned issue by issue regarding de- 
cision making, the results being later 
tabulated individually as to tax liabili- 
ties. Annual incomes of the group ranged 
from under $7,000 to over $100,000 and 
total assets from under $10.000 to above 
$1,000,000. 

The amount of capital to be freed dur- 
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PUERTO RICO... 
land of the legally balanced budget 


There has never been a default or forced or managed 
refunding of any bonds issued by The Commonwealth 
of Puerto Rico. One reason for this enviable record is 
the following provision of the Constitution: 


“The appropriations made for any fiscal year shall 
not exceed the total revenues, including available 
surplus, estimated for said fiscal year unless the 
imposition of taxes sufficient to cover said appro- 
priation is provided by law.” 


This built-in legal safeguard and the fact that debt 
service constitutes a prior lien on available revenues 
are among the many evidences of the fiscal responsi- 
bility so characteristic of the Commonwealth of Puerto 
Rico and its 2,300,000 American citizens. 


Complimentary copies of “A Special Report on The 
Commonwealth of Puerto Rico” will be mailed on 
request. 


GOVERNMENT DEVELOPMENT BANK 
FOR PUERTO RICO 


Fiscal Agent for The Commonwealth of Puerto Rico 


1311 Ponce de Leon Avenue 45 Wall Street 
San Juan, Puerto Rico New York 5, N. Y. 
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Write for FREE COPY 
Box 899, Dept. U 
Salt Lake City 10, Utah 


Inquiries held in strict confidence. 
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ing the first year through a reduction in 
capital gains rates can, according to the 
authors of the survey, be reliably stated 
but they admit no precise estimates can 
be made for subsequent years. The evi- 
dence would, however, seem to be 
squarely in favor of an experimental 
scale-down in this bracket because the 
risk of revenue loss appears minimal 
while, on the other hand, logic points to 
shifting of investment emphasis in ac- 
cordance with changing individual needs 
and in the light of up-to-date develop- 
ments. Not only would such a move al- 
most surely result in a larger capital 
gains tax total but it would be reflected 
likewise in federal and state transfer tax 
receipts stemming from increased share 
turnover. 


e “A New Name in Banking” titles a 
brochure introducing the reader to “new 
Manufacturers Hanover Trust Com- 
pany.” Two pages summarize personal 
and corporate trust services. Pen-and- 
ink sketches printed in blue or yellow 
illustrate the various banking and trust 
services. There are full page color prints 
of the uptown and downtown headquar- 
ters, and the new MHT symbol is il- 
lustrated and explained. 








That Block of Stock... 


Maybe it seems too big for handling in the regular way if the current 
market’s thin or there’s not too much activity in the stock. 

Maybe on the other hand it’s not big enough to qualify for special 
handling under New York Stock Exchange regulations. 

Nevertheless, whether you want to buy or sell that block of stock, 
you want a fair price on it, and you don’t want your purchase or sale 
to create any drastic movement in the market. 


What can you.do about it? 


Well, for eighteen years now, we've had our own Special Handling 
Unit right here at Merrill Lynch that does nothing but execute such 
orders through the facilities of the New York Stock Exchange. 

Working closely with insurance companies, pension funds, banks, and 
thousands of Merrill Lynch customers known to have a particular 
interest in certain stocks, the Special Handling Unit does a surprisingly 
successful job of finding buyers and sellers to cross large blocks on the 
floer at advantageous prices to both clients. 

So, if you're ever interested in buying or selling a block of stock 
with minimum fanfare and maximum results, simply call, or write a 


confidential letter to— 


Epmunp C. Lyncu, Jr. 
Vice President 





MERRILL LYNCH, 
PIERCE, FENNER & SMITH INC 


MEMBERS NEW -YORK STOCK EXCHANGE AND OTHER PRINCIPAL STOCK AND COMMODITY EXCHANGES 
70 PINE STREET, NEW YORK 5, NEW YORK 
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First Bancorporation of 
Florida, Inc., Formed 


by Four Banks 


The continuing growth of industry jn 
Florida will call for concomitant expan. 
sion of banking facilities and to meet 
this need the m=nagements of four lead. 
ing instilutions, strategically located 
across that state, have planned organiza- 
tion of a bank holding corporation un. 
der the style of First Bancorporation of 
Florida, Inc. Application has been made 
to the Federal Reserve Board for ap- 
proval of exchange of at least a majority 
of the participating banks’ stock out. 
standing for shares of the new corpora. 
tion. 


The four institutions, The First Na. 
tional Bank at Orlando, The Barnett 
National Bank of Jacksonville, The Ex. 
change National Bank of Tampa and 
The First National Bank of Miami, will 
be better able to meet larger loan de- 
mands and raise such additional equity 
capital as necessitated by industrial ex- 
pension through this medium. Approval 
of the plan was arrived at by directors 
of the 1cspective institutions after some 
months of investigation in the belief 
that this would prove a constructive 
step, making specialized skills available 
to a degree which no single bank could 


affo rd ° 
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New IBA Officers Elected 


at Annual Meeting 


At the recent convention of the In- 
vestment Bankers Association of Amer- 
ica in Hollywood, Florida, Curtis H. 
Bingham of Los Angeles was named 
president for the coming vear “e is 
president of Bing- 
ham, Walter & 
Hurry, Inc. of that 
city and has for 
many years been 
active in the affairs 
of the Association, 
serving as vice 
president for two 
terms, as well as 
on various important committees. 






av 


CurTIs H. BINGHAM 


Also elected as vice presidents are: 
David J. Harris, Bache & Co., Chicago: 
Thomas M. Johnson, The Johnson, Lane, 
Space & Co., Inc., Savannah; William 
T. Kemble, Estabrook & Co., Boston; 
James H. Lemon, Johnston, Lemon & 
Co., Washington; Walter H. Steel, 
Drexel & Co., New York City. 
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| ©The Pure Oil Co. 


: It takes a lot of crude oil 


rill 


: to keep the Firebird flying 


Pure Oil’s Firebird was born hungry and his appetite has grown as our new PURE 
Firebird Gasolines have found a welcome reception from dealers and motorists. To keep 
the Firebird flying and build up our reserves, we’ve stepped up exploration and 
drilling activities on a broad front. In this hemisphere alone, recent projects include: 
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ble PURE GOES “WAY WEST”—In San Juan County, Utah, PURE 
uld i brought in one of the major wildcats of 1959. By February, 1962, 
seven wells will be producing on our properties in the Northwest 
Lisbon field. These properties will be unitized with properties 
of other owners in the field, and the combined production will 
approximate 10,000 barrels of high-gravity crude oil per day. 
We will have a 52%, interest in the unit. 





NEARBY—ANOTHER NEW STRIKE—Just north of Northwest Lis- 
bon, we’ve hit again, at Big Indian. Completed this summer, the 
first well has a calculated open flow potential of 44 million cubic 
feet of gas and 800 barrels of condensate (a kerosine-like liquid) 
a day. A second well is now being drilled. 
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14 FATHOMS DEEP — Off-shore Louisiana, in 85 feet of water, 
<>  we’ve erected a new drilling platform. A pioneer in off-shore drill- 
ae ing, PURE now owns an interest in over 50 gas and oil wells in 
the Gulf, and plans to drill eleven new wells in 1962. 
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HOT PROSPECTS IN COLD COUNTRY — New leases on Federal 
land in Alaska bring our total holdings there to approximately a 
million acres. PURE is continuing its geological and geophysical 
surveys and will follow with further exploratory drilling. PURE 
spudded in its first Alaskan well earlier this year. 


are: <S ... AND IN THE TROPICS —The first major oil company to enter 
ago; F / Ky Honduras, PURE has already begun seismic explorations there. 








Lane, The concession covers 10,195,000 acres, on land and off-shore. 
lliam 

ston, PURE now has oil rights on almost 37,000 square miles of land in 26 

on & states, the Gulf of Mexico, and 7 foreign countries on three continents. 
Steel, This expanding program adds up to keeping the ““SURE” in ““PURE”’! 





a THE PURE OIL COMPANY 
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Economic Environment 


EUGENE C. ZORN, Jr. 


Vice President and Economist, Republic National Bank of Dallas 


HESE ARE CRITICAL TIMES FOR 

America, testing the strength and 
capacity of the economic system that, 
coupled with our love of human dignity, 
has endowed us with our position of 
responsibility in the world. Therefore, 
we should never fail to understand that 


preservation of our leadership — in- 
deed our ultimate survival in a world 
that can remain free — will depend 


upon our economic strength. 

Expansion of business since the turn 
of the year has been broadly based, not, 
however, uniform. Improvement in the 
durable goods sector, rebounding from 
its curtailed level of the recession, stands 
out as the brightest spot. Moreover, the 
turnabout has been rapid. The $15.3 bil- 
lion increase in gross national product 
during the second quarter was unusu- 
ally sharp, exceeded in recent years only 
by the abnormal, strike-influenced sec- 
ond quarter of 1959. As the year has 
moved along, however, the pace of 
growth has slowed again, with the third 
quarter of the year registering a gain 
at a rate of $10 billion. 

The recovery thus far has embodied 
several features which I regard as high- 
ly significant for the 1962 outlook: 


(1) consumer buying has not re- 
sponded as fully and rapidly to the 
improved business climate and higher 
level of income as generally expected, 

(2) although inventories are rising 
in response to an expanded flow of 
production and trade, a determined 
effort to accumulate stocks at all 
levels, in anticipation of rising prices 
or shortages, is clearly not discernible, 

(3) thus far strong pressures to- 
ward rising prices have not appeared; 
in fact, price weakness in some indus- 
tries has been widely noted, 

(4) Federal Reserve policy has re- 
mained easy, as absence of inflation- 
ary pressures has made it unneces- 
sary to exercise restraint on credit, 

(5) rising levels of Federal ex- 
penditures and a budgetary deficit, 
while having some stimulating effect, 
thus far have not overshadowed the 
forces just mentioned, 


(6) the U.S. balance of payments 


Before 30th Mid-Continent Trust Conference, 


Trust Division, A.B.A., Dallas, Nov. 9, 1961. 
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situation, with its corollary effects 
upon strength of the dollar and inter- 
national money flows, has created, for 
the first time in a recovery cycle, a 
discipline that must be taken into ac- 
count in formulation of public policy. 
Added together, they describe an en- 
vironment of stability, recovery and 
growth, and the absence of current in- 
flationary pressures. 


Consumers and Inventories 


But consumers have not responded to 
business recovery as fully and rapidly 
as expected. Total retail sales have 
shown a modest improvement over the 
recession low. However, they are still 
below the early 1960 peak, and much of 
the gain in consumer spending has taken 
the form of services. 

I have the feeling that the consumer 
will act pretty much the same way as 
we advance into 1962. Rising popula- 
tion will continue to add to total con- 
sumer demand, but with our households 
well stocked with durables and incomes 
well committed to repayment of mort- 
gage and installment debt, pressure for 
a substantial increase in major spend- 
ing decisions will be less pronounced 
than in previous recoveries. Higher costs 
of suburban living in many homes built 
in the postwar period, for example, are 
taking their toll upon some of the other 
consumer markets. 

Business inventory policy seems to 
have reflected a similar attitude, namely, 
that inventory can and should be kept 
at a minimum. Absence of upward price 
pressures and excess capacity in many 
lines of industry have greatly diminished 
fears of potential bottlenecks. Inflation- 
ary psychology certainly has not had a 
strong influence on business decisions. 
I have the feeling that competitive pres- 
sures in our markets, especially in light 
of the increased ability of foreign coun- 
tries to invade fields that once were ours, 
will operate as a continuing restraint on 
inflationary price movements. 


Inflation Resistance 


The failure of the steel companies to 


invoke a general price increase gives us 
a much stronger base for our economy 
in 1962. The distortions experienced in 
1959 thus far have been avoided. But 
most important is the fact that labor 
has been placed on notice that economic 
statesmanship also will be expected from 
its corner when contract discussions get 
under way. It is clear that the action of 
the steel produceis has placed them in 
a strong bargaining position to resist 
inflationary union demands. 

I sense a growing recognition of the 
importance of preventing a continuing 
wage-price spiral from creating  insta- 
bility in the economy and impairing our 
competitive strength in world markets. 
The fact that the Administration has 
focused public attention on the issue is 
a straw in the wind. 


Federal Reserve Policy 


Inflationary pressures made necessary 
a policy of increasing monetary restraint 
during 1959. Relaxation of those pres- 
sures in the forepart of 1960 brought a 
prompt and decisive shift. For some 
months now, interest rate levels have 
demonstrated remarkable stability, es- 
pecially the short-term. Since August 
1960, the 91-day Treasury bill rate has 
fluctuated, except for temporary aberra- 
tions, between 214% and 214%. When 
the economy bottomed out early this 
year and headed upward again, the view 
became generally accepted that rising 
business activity would see an increase 
of interest rates. The pattern thus far 
has proved quite different from that of 
the preceding cyclical recovery. 

Just when a change will occur in 
1962 is difficult to foretell. With the 
direction of the economy upward, the 
trend of rates would be toward higher 
levels. It is difficult to deal with infla- 
tionary pressures, particularly when get 
erated by forces outside the direct sphere 
of monetary authority. The current tone 
of the economy, therefore, creates 4 
much smoother path for Federal Re: 
serve operations than was the case 4 
year or so ago. 
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Rising Federal Expenditures 


Fears are mounting that the growing 
deficii will generate a new wave of in- 
flationary psychology. The latest official 
forecast projects the Federal deficit at 
$6.9 |illion in the current fiscal year, 
but many expect it to be significantly 
higher. Certainly the excess of expendi- 
tures over receipts will produce a net 
flow of funds into the spending stream. 
At the same time, however, the expan- 
sionary effect is being offset in part by 
its damage to business and consumer 
confidence. Some things that have been 
done this year, while placing purchasing 
power in people’s pockets, have not gen- 
erated much faith and optimism. 

We have no alternative but to avoid 
a revival of inflationary pressures that 
could be generated by failure to deal 
forthrightly with a deteriorating fiscal 
situation. We would hope that recent 
pronouncements from Washington are 
not merely lip service. The promise of a 
prompt return to a balanced budget is 
one upon which depends the faith and 
hope of the Free World in the continued 
soundness of the American dollar and 
the economic strength beneath it. 


Some New Discipline 


For the first time in a recovery move- 
ment, Our economy is now subjected in 
substantial degree to the discipline of a 
balance of payments deficit. Domestic 
policies no longer can be pursued in dis- 
regard of their impact upon the strength 
of the dollar and the confidence of the 
rest of the world. Government spokes- 
men recently have publicly avowed an 
intention to return to a balanced budget. 
at a time when some of the more reck- 
less would like to engage in a spree of 
further deficit spending in hopes of stim- 
ulating faster economic growth. 

Growing recognition of the serious- 
ness of the wage-price spiral stems, in 
no small measure, from our balance of 
payments situation. We can no longer 
tolerate a merry chase in which prices 
run after wages after prices after wages 
ad infinitum. The reconstructed econ- 
omies in Free Europe, as well as Japan, 
are now able to compete effectively with 
us, by low costs, improved quality and 
product design, and modern marketing. 
These competitive pressures are a posi- 
tive restraint upon the resurgence of 
domestic inflationary pressures. 


A Different Investment 
Environment 
We entered the 1960’s on a high note, 
with strong confidence that our expand- 
ing population, technology, and_stan- 
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dard of living would generate tremend- 
ous gains for our economy. Barring un- 
predictable international disturbances, 
we have little reason to doubt that the 
coming decade will prove to be a fine 
period of growth. 

Nevertheless, the investment environ- 
ment of the 1960’s is likely to be much 
different from that of the 1950’s and 
the day is long past when one might 
feel comfortable in placing all his funds 
in assets of highest credit quality with 
a fixed-income and maturity value. By 
the same token, neither has the time 
arrived when one can shun fixed-value 
investments and place all the chips on 


real estate and common stocks. During 
most of the 1950's, the weight of eco- 
nomic forces favored equity investment, 
but in my opinion we are now confront- 
ed with a new set of conditions. 

First of all, the structure of relative 
values has shifted. The spread between 
rates of return on bonds and common 
stocks has been reversed. In the early 
stages of the bull market in 1950, the 
average dividend yield on a list of 200 
common stocks was 6.3%; today it is 
about 3%. A representative group of 
corporate bonds yielded, on the aver- 
age, 2.9% interest in 1950; today the 
average is 4.7%. Thus, a decade ago 
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ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of Directors 
of Allegheny Ludlum Steel Corpora- 
tion held today, November 17, 1961, a 
(NL dividend of fifty cents (50¢) per share 
was declared on the Common Stock of 
the Corporation, payable December 
18, 1961, to shareowners of record at 


the close of business on December 1, 1961. 


S. A. McCASKEY, Jr. 
Secretary 





GARDNER 





Iiith CONSECUTIVE 
DIVIDEND 


ON COMMON STOCK 


A quarterly dividend of $.50 
per share on the common 
stock of Gardner-Denver 
Company has been declared 
by the Board of Directors of 
the company, payable March 
1, 1962, to stockholders of rec- 
ord at the close of business 
on February 7, 1962. 


Quincy, Illinois 


O. C. Knapheide, Jr. 
Dec. 7, 1961 


Secretary 




















TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


November 21, 1961 
CASH DIVIDEND 
A regular quarterly divi- 
dend of thirty-five (35c) cents 
per share was declared pay- 
able December 19, 1951, to 
stockholders of record at the 
close of business December 
4, 1961. 
STOCK DIVIDEND 
In addition, a 2% stock 
dividend was declared pay- 
able December 30, 1961, to 
stockholders of record at the 
close of business December 
4, 1961. 


The above cash dividend 
will not be paid on the shares 
issued pursuant to the stock 
dividend. 


Joun G. GreensurGu, 
61 Broadway Treasurer 
New York 6, N. Y. 
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the rate of return available was. 3.4% 
in favor of common stocks. At present 
it is 1.7% in favor of bonds. 

This shift has meant, of course, a con- 
comitant revision of bond and _ stock 
prices. The average high-grade corporate 
bond purchased in 1950 would be worth 
in the market today only 77 cents on 
the dollar. On the other hand, a dollar 
invested in 1950 in the list of 200 com- 
mon stocks would be worth about $3.35 
today. Furthermore, it would make con- 
siderable difference as to which stocks 
were chosen. If the investment were 
made in a group of industrial stocks, 
the dollar value would have increased to 
$3.55, as against $2.90 for public utili- 
ties, and only $2.00 for railroads. 


The Dangers of Projection 


It would be nice if one could merely 
project past triends with confidence, but 
economic and political developments in 
the intervening period have had a far- 
reaching impact upon investment values. 
The orientation of a significant portion 
of our economic effort to our own de- 
fense and aid to our allies has produced 
a drain on our resources which only now 
has begun to become understood. We 
are finally becoming more aware of the 
perverse effects of inflation and their in- 
terference with stability and long-range 
growth. We have developed excess ca- 
pacity in key sectors of the economy 
where shortages previously persisted. 
And the world today — in contrast with 
a decade ago — is one of keen economic 
competition among rapidly developing 
industrial nations and trade groups. 

There is real danger in subscribing to 
such assumptions as that “inflation is 
inevitable” or that “economic growth 
will enable common stocks to outper- 
form bonds.” Prices will always be 
formulated in individual markets. One 
can find many such markets, even dur- 
ing the past decade, where there has 
been no inflation at all. Similarly, al- 
though we can anticipate a good climate 
of growth for the economy as a whole, 
competition will indeed be fierce. Not 


only will individual companies be com-’ 


peting for shares of particular markets, 
but new products and services will be 
seeking to wrest purchasing power from 
those in which it now resides. This will 
have an important bearing upon the 
price structure of various lines of busi- 
ness, their profit margins and _ their 
ability to pay dividends. The investor, 
under these circumstances, can ill afford 
to assume that his investments will re- 
main in good shape because of bright 
decisions made in the 1950’s or in 1961. 





TEXAS GULF 
SULPHUR 
COMPANY 


161st Consecutive 
Quarterly Dividend 


The Board of Directors has declared g 
dividend of 25 cents per share on the 
10,020,000 shares of the Company's 
capital stock outstanding and entitled 
to receive dividends, payable December 
15, 1961, to stockholders of record at the 
close of business November 27, 1961. 


HAROLD B. KLINE, 
Secretary. 





——$___., 





402nd Dividend 


Pullman 
Incorporated 


95th Consecutive Year of 
Quarterly Cash Dividends 





A quarterly dividend of fifty 
cents (50¢) per share will be 
paid on December 14, 1961, 
to stockholders of record 
December 1, 1961. 


WILBUR E. WOLFE 
Vice President a Secretary 


Division and Subsidiaries: 
Pullman-Standard division 
The M. W. Kellogg Company 
Trailmobile Inc. 
Trailmobile Finance Company 
Swindell-Dressler Corporation 
Transport Leasing Company 

















Public Service Electric 
and Gas Company 





NEWARK.N. J. 











The Board of Directors has de- 
clared the following dividends 


for ihe quarter ending Decem- 
ber 31, 1961: 


Class of Dividend 
Stock Per Share 
Cumula:ve Preterred 
4.08% Serves - $1.02 
4.1855 Seres . 1.045 
4.30% Serres . . . . 1.075 
5.05% Series . . . . 1.2625 
5.28% Seres .... 1.32 
$1.40 Dividend 
Preference Common . 35 
Common 55 


All dividends are payable on or 
before December 21, 1961 to 
stockholders of record Novem- 


ber 30, 1961. J. IRVING KIBBE 
Secretary 
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KEYNOTE IN TRUST INVESTMENT 


Conservatism is Today’s Watchword 


HE BUSINESS RECOVERY WHICH 
yee last spring has some unusual 
features which create doubts as to its 
soundness and, in my view, impair the 
quality of the recovery and lead to an 
imbalanced economic situation. Such im- 
balance, if continued long enough, gen- 
erates economic maladjustments that can 
lead to recession. 

It seems strange that these develop- 
ments should occur at such an early 
stage of recovery. However, one of the 
most important attributes of a realistic 
analysis of the outlook is the necessity 
to recognize the unusual features inher- 
ent in business developments because 
they are often the ones which dominate 
and determine future events. 

The imbalance being created in our 
economy today stems from several de- 
velopments of importance: first, the 
rapid rise in output of consumer goods 
in relation to current demand. The dis- 
parity between the two is leading to sub- 
stantial inventory accumulation at this 
early stage of the upturn. Under normal 
conditions, a business recovery starts 
when the output of consumer goods is 
substantially below consumption and in- 
ventory accumulations begin. The 1960 
recession was so mild tkat production of 
consumer goods did not go below con- 
sumption at any time. At the bottom of 
the recession this spring, the two were 
about in balance; and since consump- 
tion has shown virtually no increase 
since then, and production has gained 
with great rapidity, the imbalance is 
becoming an important adverse factor 
in recovery. Output of consumer goods 
in August and September dropped 
slightly, indicating some weakness al- 
ready in this segment of our structure. 

The second important characteristic 
of the present recovery is lack of dy- 
namic improvement in capital spending 
and in heavy construction. Capital pro- 
grams have been reasonably favorable 
in machinery and equipment, but even 
in these fields improvement has been 


Before 30th Mid-Continent Trust Conference, 


Trust Division, A.B.A., Dallas, Nov. 9, 1961. 
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RAGNAR D. NAESS 
Naess and Thomas, New York 


dominated by oflice equipment and ma- 
chine tools, while expenditures for other 
iypes of machinery have lagged. Weak- 
ness has prevailed in private, industrial, 
commercial, and utility construction, 
while public and semipublic building 
and public works have shown no more 
than moderate improvement. 

Orders for machinery and equipment 
suggest further gains in output during 
coming months, but contracts for heavy 
construction lend little encouragement. 
Anticipation surveys for capital spend- 
ing including surveys of appropriations 
are not optimistic as regards 1962, con- 
firming these trends. 


The Crux — Consumer Spending 


It is clear that continuation of re- 
covery into 1962 and beyond, on a satis- 
factory basis, will have to depend upon 
a substantial rise in consumer spending 
for goods. Increased activity in consum- 
er goods industries, for the time being, 
is certainly out of the question since 
they are already producing excessively 
in relation to demand. Therefore, in- 
creased employment or payrolls from 
this broad sector cannot be counted 
upon to stimulate consumption. Neither 
do the machinery and equipment or 
heavy construction industries appear to 
be a source of more than moderate stim- 
ulation of employment and payrolls. 

A substantial improvement in expend. 
itures for goods, therefore, will have to 
come from other sources; and _ this 
brings up the third and fourth important 
characteristics of the present recovery: 
Namely, the somewhat 
normal flow of consumer savings, and 
the large amount spent for services. 

The rate of savings is higher than 
normal as the consumer has been paying 
down debt during the last few months. 
Hence, a more liberal spending program 
could easily take shape in the next few 
months through greater use of credit, 
which would stimulate consumption. 
This seems to be in the cards, particu- 
larly since we are coming into an ac- 
tive period in the automobile industry 


greater-than-* 


with new models, and since this indus. 
try is the chief source of consumer credit 
employment. 

A reduction for spending for services 
which might lead to increased spending 
for goods is not nearly as likely. Serv. 
ices have absorbed an increased propor- 
tion of consumer incomes during the 
last few years because many service 
prices have risen considerably and be- 
cause the consumer spends a greater 
proportion of income on housing, medi- 
cal care, transportation, travel, educa- 
tion, recreation, and insurance. Looking 
ahead, it seems unlikely to expect much 
reduction in these items as a source of 
increased spending for goods. 

How are the factors which now seem 
to dominate the economy going to in- 
fluence the trend of business during fu- 
ture months? First, the sharp rise in 
output of consumer goods beyond re- 
quirements of current demand will be 
followed soon by a decline in production 
schedules to, or below, the demand 
curve. This might be accomplished dur- 
ing a course of 4 to 6 months and re- 
sult in a modest decline in overall activi- 
ties. Such a cutback in production might 
have some adverse affect on capital 
spending but possibly without reversing 
the moderately favorable uptrend now 
prevailing. Following such cutbacks in 
consumer goods over the next 3 to 6 
months, a much sounder recovery could 
begin during the summer of 1962. 

The second possibility is a rapid rise 
in consumer spending, particularly for 
automobiles and other durables based 
upon rapid expansion of debt, and per- 
haps some transfer of spending from 
consumer services to goods. This rapid 
spending. rise might take place against 
a leveling out in output schedules of 
consumer goods which, over a period of 
3 to 6 months, might bring about 4 
balance or even lead to demand exceed: 
ing the current rate of supply. In this 
chain of circumstances, there also would 
be a more encouraging increase in plant 
and equipment expenditures and heavy 
construction outlays which would tend 
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to be stimulated by resurgence of con- 
sumer spending. In this event, overall 
activits might level out for a few months 
ahead and then resume its uptrend some- 
time in the spring of 1962. This would 
provid the most favorable possible reso- 
lution of present maladjustments. 

The third potential development 
would he continuation of excessive pro- 
duction of consumer goods with con- 
sumption continuing to lag, although 
rising s!owly, and with capital spending 
continuing to rise in a lethargic manner. 
In this event, the present imbalance 
would be accentuated, and by next 
spring might be quite a formidable ob- 
stacle to further recovery. Chances are 
that this would bring about higher ac- 
tivity in the next few months followed 
by a leveling out or decline during sum- 
mer and fall of 1962. It would become 
a necessity to reduce inventories follow- 
ing such a pronounced buildup; and 
this, in turn, would result in a decline 
in profits and, therefore, also affect capi- 
tal spending adversely. 

One other important factor in the 
economic outlook is increased govern- 
ment spending which will have a favor- 
able effect under any of the three poten- 
tial business patterns. It is a plus factor 
for consumer and capital spending by 
industry, but is unlikely to be of con- 
trolling influence. 

Among the three potential patterns, 
the least likely is to assume a sharp rise 





INDUSTRY YIELDS 
% Yield on 


Common Stocks , 


(Based on Cur- 
rent Cash Div.) 
Oct. 12, 1961 


Groups of Common Stocks 


Railroads & Equipment __ 4.3 
Agricultural Machinery _ 4.3 
Nonferrous Metals __.-—st—‘ét~i‘CSW 
Containers 3.8 
Machinery 3.6 
Oils - 3.5 
Airlines at 3.4 
Autos & Auto Equipment 3.2 
Steels 32 
Electric Equipment - 3.1 
Aircraft & Allied Products 2.7 
Aluminum 2.6 
Paper 2.6 
Tobacco 2.6 
Building 2.5 
Chemicals 2.4 
Food & Beverages 2.4 
Retail Trade . 23 
Radio & T.V. __ 2.1 
Insurance—Fire and Casualty 2.0 
Drugs & Cosmetics - 1.8 


Leisure Time ___ 
Miscellaneous 
Office ed 
Finance ___ 
Publishing _ _ 
Specialty Metals - : 


0.5 

Electronic Equipment _ 0.4 
Average ee 2.4 
Dow-Jones Industr. Stocka . 
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in consumer spending and capital in- 
vestment of sufficient magnitude to over- 
come developing maladjustments. 


Intermediate Term Prospects 


Clouded 


In other words, the future business 
pattern, on the basis of this analysis, 
does not augur well for general business 
activity and corporate profits beyond 
the next few months. As for profits, 
developments during 1962 might tend 
to accentuate adverse trends in effect 
for some time already. The number 
of major industries that are highly com- 
petitive because of substantial overca- 
pacity is large enough today to consti- 


tute a significant part of our entire eco- 
nomic life. Once the present rise in 
business levels out, this number might 
well be added to, with aluminum, petrol- 
eum, paper, electronics, chemicals, elec- 
trical equipment, fire and casualty in- 
surance, and containers as examples. 

The background I have painted is not 
likely to lend confidence to common 
stock buyers. While the average level of 
business next year will exceed that for 
this year, the 1962 pattern is likely to 
be discouraging, particularly when con- 
sidered in the light of prevailing extra- 
ordinarily high common stocks prices 
as shown in the accompanying list of 
industry yields. 
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The decade of the 50’s has been one 
of the most spectacular in our economic 
history in terms of upward revaluation 
of equities. Ten years ago, the Dow- 
Jones Industrial Average yielded 612% 
and many high-quality stocks yielded 
better than that. Today, it yields 3% and 
few quality stocks yield more than that. 
We cannot expect this process of bidding 
prices up way beyond the rise in earn- 
ings and dividends to continue much 
longer. Obviously, it is one thing to deal 
in equities with extraordinarily high 
yields and another thing when yields are 
extraordinarily low. Ten years ago, er- 
rors of judgment about economic and 
political conditions or of the position 
of individual companies suffered only 
minor adverse consequences because of 
the enormous upward pressure on stock 
prices. Today, errors in judgment can 
easily be costly because of extraordinar- 


ily high prices. 


Signs Spell “Caution” 


As to stocks in 1962, trust officers are 
justified in pursuing a most conservative 
policy. It will be difficult to find “good 
values” during coming months. Many 
stocks that will do relatively well may be 
in consumer goods fields or among the 
utilities, and these stocks have had large 
advances. Under the conditions ahead, 
however, investors are likely to seek a 
greater degree of stability in stock se- 
lections in terms of earnings with per- 
haps less emphasis on long term growth. 
This can be found in companies that 
seem to have an assured, continued good 
demand curve, rather than those that are 
highly cyclical. Food manufacturing, to- 
bacco, office equipment, utilities, bank 
stocks and retail trade stocks might be 
mentioned among those to continue in 
the forefront for trust funds. 

Stocks likely to continue to perform 
in desultory fashion might include com- 
panies in industries already suffering 
from price cutting and severe competi- 


tive conditions because of overcapacity 
such as aluminum, petroleum, and cer- 
tain sections of the electronics industry. 
Stocks in these industries have already 
come down, and, therefore, may not be 
as risky as consumer goods or other in- 
dustries which are close to their highs 
or making new highs. Yet, stocks in in- 
dustries that are suffering are still not 
really low in relation to earnings, and 
their upside potentials in coming months 
seem quite limited. 

A group that may be in a position be- 
tween these two includes industries that 
should do relatively well in coming 
months, such as automobiles, railroads, 
rubber, certain types of machinery and 
equipment, or steel. These groups are 
cyclical in character and the upside po- 
tential moderate. If 1962 should turn out 
as suggested, the risk on the downside 
in these cyclical stocks over a period 
may be as great as in some other groups. 

Turning to the bond market, chances 
of any considerable rise in interest rates 
are not very great in view of the busi- 
ness outlook in 1962. A moderate in- 
crease in yields over the next 3 to 6 
months is all that seems indicated, say, 
a 10 to 15 basis points yield increase in 
high grade corporate bonds. This in- 
crease in yield should be followed by a 
decline in the last half. In other words, 
no great change in bond prices seems 
likely during the next 3 to 6 months, 
with some improvement later in the year. 

Long term governments and munici- 
pals seem relatively high in relation to 
long term corporate bonds in today’s 
market. The spread between long term 
municipals and corporates is wider than 
normal, as is that between long term 
governments and corporates. 

Since business is likely to improve 
during the next few months, certain 
cyclical stocks should do well, including 
automobiles, rubber, nonferrous metals, 
steel, railroads, machinery, and paper. 
The difficulty at this time in exploiting 
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the potential gain in cyclical stocks js 
that it may become necessary to dis. 
pose of these stocks within relatively few 
months at prices not much higher than 
those now prevailing. 

The stock market ‘has already reflect. 
ed, to some extent, the difficult condi. 
tions that have prevailed in terms of 
highly competitive conditions in many 


industries; as a result, a great many 


stocks have suffered substantial declines 
in recent months. Individual stocks jn 
airlines, aluminum, building, electrical 
equipment, electronics, and oils come to 
mind. Some of these are perhaps ap- 
proaching a buying range and should 
be watched as prospective candidates 
during coming months. Most, however, 
even though they have declined in price, 
are still not really good values as yet. 
To summarize the outlook for busi- 
ness and securities markets and the in- 
vestment policy that seems to be indi- 
cated, based upon this outlook: business 
should improve somewhat further, but 
may level out in the first half of 1962, in 
terms of an index such as Federal Re. 
serve Board Production Index and pos- 
sibly decline late in the year. Profit 
margins are likely to continue under 
pressure and competition will be fierce. 
The stock market is extremely high; 
and while I believe it will rise further 
to a new high, the upside potential is 
moderate, and over a year or two ahead 
the downside risk is considerable. 
Bond prices should not change much 
during months and may rise moderately 


during the last half of 1962. 


The decade of the 60’s may well be a 
difficult one for managers of trust funds 
— not only because of high prices now 
prevailing for common stocks and the 
increasingly competitive economy in 
which we find ourselves, but also be- 
cause of problems arising from world 
conditions. American ‘business is now 
faced with growing, intensified competi- 
tion from abroad. This will cause heart- 
aches and problems, and perhaps a re- 
currence of our balance of payments. 

I am enough of an optimist to feel 
that American industry will be able to 
compete effectively and will learn how 
to deal in international, rather than na- 
tional, terms on a more effective basis. 
In that case, and with our own growing 
economy at home, even though stock 
prices may temporarily be high in rela- 
tion to earnings and dividends immedi- 
ately ahead, there is every reason to be 
lieve that over the longer pull they 
will still prove to be the single most at- 
tractive investment that can be made by 
a trust officer. 
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ECONOMIC TIDES BENEATH THE MARKET... . 


MERRYLE STANLEY RUKEYSER 


BOLD APPROACH TO ECONOMIC PROBLEMS NEEDED 


RESIDENT KENNEDY MAY BE INDULG- 
= in wishful thinking in dreaming 
of re-creating the type of support that 
swelled the ballot boxes for FDR. The 
basic cause for realignment of voting 
groups inheres rather in changing eco- 
nomics at home and abroad. 

Item One: The emergence of the Com- 
mon Market after four years necessitates 
reorientation on tariff policy. It is a 
question whether reenactment of the 
twenty-seven year old reciprocal trade 
setup in 1962 would meet the new chal- 
lenge. With European countries showing 
a more rapid rate of economic growth 
than our own country, our big brother 
role may be over. With West Europe and 
Japan emulating our technology, compe- 
tition from countries with lower wage 
rates is a threat to U. S. employment. 
Accordingly, the unions may embrace 
protection as a possible salvation. If 
President Kennedy advocates further 
liberalization of trade policies, such as 
he believes may be indicated, he may 
cool off support from his close allies in 
the union movement. 

Item Two: The industrialization of 
the South is breaking down the one 
party system in Dixie. 

Item Three: The farmers, a main prop 
for the New Deal, are somewhat restive 
as they recognize the long-term inade- 
quacy of political soporifics. 

Item Four: In order to step up the 
rate of growth in the United States, the 
Kennedy Administration finds it neces- 
sary to give at least the appearance of 
cultivating business and financial good 
will. This urgency weakens the political 
Opportunity to use management as a 
whipping boy. And, if in 1962 the Ad- 
ministration fulfills its pledge to induce 
the steel union and other instruments of 
labor to calm down their demands in the 
interest of restraining inflation, this will 
not whip up their enthusiasm for the 
Kennedy political fortunes. 

Item Five: Maintenance of the compe- 
fitive position of the United States and 
curtailment of the loss of gold require 


DEcemMBER 1961 


technical economic and financial revis- 
ions, which, however sound and prudent, 
may get an icy reception from the dema- 
gogic fringe. Thus revision of the cor- 
porate income tax law, with better de- 
preciation incentives for modernization 
of machinery, will certainly not make 
the reckless ones feel elated. 

The only realistic conclusion to draw 
is that whatever conditions here and 
overseas may be in coming years, they 
will be essentially different from those 
which FDR faced in the 1930's. Accord- 
ingly, the thought that it would be com- 
fortable for the incumbent president to 
wear the FDR mantle is illusory. Fur- 
thermore, the temperament, capabilities, 
and intellectual outlook of the two per- 
sonalities are essentially different. 

Faced with recurrent crises in the cold 
war and with the development of tough- 
er industrial competitors in the free 
world, President Kennedy is challenged 
to innovate policies rather than make a 
retread of those which were sure-fire 
magnets for votes a quarter of a century 
earlier. 

The shrewdest politics for President 
Kennedy will lie in developing policies 
which contribute to success of the na- 
tional economy. For, if we move forward 
in material wellbeing despite the cold 
war and the Common Market and other 
forms of tougher trade competition, then 
the political incumbents will have an ad- 
vantage over the “outs.” 

In light of the onrush of challenging 
events, Kennedy cannot succeed by sit- 
ting on the fence but must realistically 
take positions on issues, however con- 
troversial. In the circumstances, respon- 
sible management groups in industry 
and finance will err in strategy if they 
take the defeatist view that governmental 
policy on economic matters is frozen be- 
yond revision. The time has come for 
penetrating thinking, and the tactics 
should be to couch policy recommenda- 
tions in terms of the broad national in- 
terest. A small elite group, such as man- 
agement, depreciates its influence when 





it becomes too narrowly selfish. On the 
other hand, it can expand its prestige 
when it thinks and talks in terms of har- 
mony of interests. 


Labor-Management Statesmanship 


At a time when crucial decision-mak- 
ing on economic policies is in flux, bank- 
ers should not overlook their potential 
influence as community leaders and 
opinion makers. When bankers express 
recommendations in terms of broad 
public interest, they have a leadership 
capacity far beyond their small numer- 
ical ratio to total population. But, no 
matter how high sounding one’s title 
may be, a personality is no leader unless 
he in fact leads. 

Even if the international facts of life 
and Administration pressure combine to 
reduce the extravagance of wage de- 
mands in 1962, it is stupid to expect 
workers permanently to put their ambi- 
tions into deep freeze. With West Europe 
emulating America’s success recipe and 
with the advantage of a differential in 
wage rates, there should be on this side 
stronger efforts on the part of business 
and financial leadership to join with 
unions to get legislative and other revis- 
ions designed to reduce wasteful burdens 
levied from the outside on the cost sheet. 
This calls for fresh appraisal of obsolete 
economic legislation and tax laws, out- 
moded judicial decisions and consent de- 
crees, and cost-inflating fallacies widely 
held by numerically large pressure 
groups. It provides muscle for construc- 
tive change when the image is created 
that management and the unions are 
jointly asking for changes to expand 
prosperity and improve job security. 

Such an approach is more practical 
than the visionary political formula of 
asking management to ignore higher 
costs when setting selling prices and im- 
portuning the unions to go easy in de- 
manding wage increases. As a matter of 
fact, if such a procedure were feasible, 
it would in the long run be highly dam- 
aging to the flourishing of a free market 
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national economy seriously to alter the 
ratios of dividing income receipts among 
the various categories of persons in- 
volved. Experience has shown that when 
there is balanced distribution of gross 
receipts, the economy grows. 

If force is used to impose a self-deny- 
ing ordinance on return on invested 
capital, the result cannot, in the long 
run, be other than deleterious, for capi- 
tal is always seeking the optimum oppor- 
tunity consistent with risk. If we starve 
or underpay capital at home, we automa- 
tically encourage the outflow of gold to 
seek better opportunities in the Com- 
mon Market or elsewhere. Like labor, 
which seeks a payment in keeping with 
competition, capital expects a fair re- 
turn. 

Now that post-war shortages have 
long since been made up, it is time for 
all components in the American financial 
and industrial community to recognize 
that the highly abnormal experience of 
the past sixteen years provides no guide 
lines for the future. With inflation oper- 
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Southern California 
Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 210 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 59 

27 cents per share. 


The above dividends are pay- 
able December 31, 1961, to 
stockholders of record De- 
cember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, De- 
cember 29, 


P, C. HALE, Treasurer 


November 16, 1961 
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ating during a period of goods short- 
ages, it was in the cards for union lead- 
ership periodically to mark up costs. But 
the same system has now run into road 
blocks and there is a surplus of some 
types of labor at home and we face in- 
tensive price competition internationally. 
This puts a limit on the efficacy of high 
jacking management in marking up 
costs to appease union bosses. 

In facing the problem, it is well for 
mature men to anticipate astigmatic 
“solutions.” Since automation has re- 
duced demand for unskilled labor, the 
unthinking may jump to the fallacious 
conclusion that the remedy lies in back- 
tracking on the rate of technological im- 
provement. It is sheer illusion to think 
that introduction of more hand labor 
would swell the ranks of employed work- 
ers. On the contrary, such a backward 
step would greatly weaken the capacity 
of American manufacturers to compete. 

Job security can be promoted by crea- 
tive efforts further to improve technol- 
ogy and to bring down unit costs. The 
dramatic approach is to substitute, to a 
still greater extent, cheap mechanical 
energy for human labor. U. S. industrial 
history makes crystal clear that giant 
sociological strides are made through 
producing better products with expendi- 
ture of fewer manhours. 

The kick behind selling machinery lies 
in the demonstrable fact that it saves 
money. In addition to presentation of 
the facts of the need for modernization 
on its merits, further stimulus can be 
made through providing tax incentives. 
The argument for buying additional 
equipment can be made overwhelming if 
tax advantages are added to technologi- 
cal benefits. This entails revision of the 
rules governing depreciation, and also 
consideration of reduction of the corpo- 
rate income tax rate below 52%. The 
biggest deterrent to venturesome mod- 
ernization of the American industrial 
plant is the pressure against profits. It 
would be helpful to supplement tax re- 
vision with ideological support from the 
White House and the universities of the 
social utility of the profit motive. 

The immediate current need for such 
reorientation is demonstrated, during 
the present phase of business recovery, 
by the limited stimulus to the national 
economy from capital expenditures for 
new equipment. Current projections for 
1962, though up 4% from 1961, are still 
approximately at the 1960 level, and 
substantially below the 1957 peak. Ris- 
ing corporate profits would give an in- 
centive for greater venturesomeness in 
buying new facilities as would clarifica- 
tion of American economic policy. 





Tax Pyramid Cuts Spending Choice 


Recent studies by the Tax Foundation 
point to the fact that economic growth 
has been slowed down by creeping taxes, 
Government spending lacks the dyna. 
mism of individual and family expendi. 
tures. Outlays by individuals, families 
and business enterprises have a volun. 
tary aspect which permits selection of 


_desired products and services and rejec. 


tion of the rest. However, when the citi- 
zen gets “benefits” through government. 
he is compelled to pay for them whether 
wanted or not. By way of illustration, 
the vital man between the ages of 65 and 
72 may elect to reject old age annuities, 
yet he and his employer continue to pay 
for them. 

The tax survey discloses that taxes, as 
a proportion of national spending, are 
27% higher than in 1949 and 167% 
higher than in 1929. In dollar terms the 
tax burden is 214 times as large as in 
the peak year of World War II. 

Taxes, national, state and local, take 
$28.60 out of each $100 of national 
spending. Taxes — on the federal, state 
and local level — came to $131.7 billion 
in 1960. 

Evidently tax policy over here is made 
in Moscow, and we have been merely re- 
acting to the vacillations in Khrush- 
chev’s militancy. This overlooks that na- 
tional defense must be total, and must 
include economic health, as reflected in 
superior ability to make things. 

Those who don’t carefully analyze the 
situation, wrongly assume that the big 
boom in government is due to stepping 
up military expenditures between 1955 
and 1961. The record discloses that such 
spending rose in those years by only 
15%, while other Federal spending 
climbed 48%. 

State and local spending and taxes are 
rising at a still more rapid pace than 
those of the Federal Government. 

To curtail government spending, it is 
necessary to create a popular demand. 
This can be achieved by making it clear 
that government spending of tax money 
reduces spendable income of the family. 
While some government spending is ob- 
viously indispensable, it should be clari- 
fied that governmental waste and ex- 
travagance reduce the citizen’s free 
choice of products and services. 

Economic recovery, while raising the 
index of confidence, has nevertheless, in 
the third quarter, actually contributed to 
the urgency of the adverse international 
balance of payments. Reduced imports 
during the first half provided a helpful 
excess of exports, at the annual rate of 
$6 billion, but expanding demand for 
foreign materials in the third quartet 
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on | yate of $4.5 billion. Even when this re- opportunity should be characterized by lieve that restraint represenis enlight- 
th = duced excess is augmented by invisible introduction of the concept of collective ened self interest on their part. On the 
€s. — items, including return on U. S. invest- consultation between management and other hand, it is defeatist to underes- 
na- ments abroad, it is insufficient to offset the union, based on prudent economics, timate the common sense of the worker, 
di. the net outflow of funds. The upset in as a successor to bargaining based on provided truths are dramatically and 
1és financial equilibrium, which now ap- force. understandingly set forth. 

mn- pears to be at the annual rate of $3 bil- If America is to lead from strength, Bankers who sit in a position where 
of lion, is caused by military spending the prerequisite is a sound and produc- they can observe the interplay of forces 
wd abroad, foreign aid, and export of capi- tive economy, which must in turn rest should take a lead in making the reali- 
Mt tal funds. Though lower than that of on a foundation of economic under- ties better known and more widely 
nt, 1959 and 1960, this deficit appears standing based on education. Workers understood. 

her about double the adverse balance in the ae een a 
on, first half of 1961. 

and Bourn 







The need for a shift in U. S. policy, 

with our Allied partners bearing a 

= larger ratio of international defense 
costs, is measured in the balance of pay- 
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MIDDLE SOUTH UTILITIES, INC. 
The Board of Directors has this day de- 


pay 


UPN i 














as ae . 4 ivi 

’ ment figures. With increasing competi- clared a dividend of 26/2¢ per share on 

are ; the Common Stock, payable January 2, 
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exports over imports may become im- Biseusien" December 6, 1961 Treasurer 
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> the foreign tariff and labor walls. 
big Similarly, any progress in getting the 
ping unions to relate 1962 demands to real- 
1955 istic international competitive factors 
such would be helpful. There is again politi- 
only cal support for the Eisenhower proposal 
ding to limit increases in labor payments to 

improvements in productivity. 
s are Even the formula, however, needs to ee 
than be better thought through. While the 

ceiling on higher money payments DIVIDEND NOTICE 
itis | should be the gains in productivity, it Dividend of $1.75 per share on the Preferred Stock of P. Lorillard Company, 
nand. would be a sedis Attia tuaee the sagen oe would be payable on the first business day in January, 1962, 
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a of productivity gains. A healthy and te 15, 1961. G. O. DAVIES, Vice President 
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55 5.5 5 
r = 6.0 6.0 4- 
1958 1959 1960 1961 1958 1959 | PR vir 1958 1959 1960 1961 : 
LEPTTELEE EE ASG MAGE eae SE aT tvidt ‘rer LLLP P ITP 
End of Month —— Range of Period 
1961 1961 1960 1961 1951-60 a 
iia: Oct. ew. Mista hain 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
$-Year Taxable Treas. — - Ie 3.60 3.55 3.71 3.73-3.09 5.17-1.35  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. 3.84 3.78 3.96 3.99-3.27 5.10-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. 0. SEs 4.05 3.93 4.10 4.17-3.63 4.91-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2}4s, 9/15/72-67 _____— % 4.05 3.92 3.96 4.10-3.63 4.68-2.21  2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%4s, 12/15/72-67 _.._++ SE =. % 4.03 3.89 3.96 4.07-3.60 4.59-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) 
34s, 1983-78 - in et a ia sose  AO 4.04 4.00 3.93 4.09-3.70 4.44-2.59 (b) (b) (b) (b) 
OR, 2OO8 ca W7 3.76 3.71 3.83 3.78-3.53 4.10-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term ___..... % 4.38 4.40 4.30 4.46-4.21 4.61-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term —....- 4.54 4.55 4.47 4.60-4.32 4.78-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Tem ————....... % 4.74 4.77 4.69 4.83-4.55 4.95-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term ~ % 5.10 5.18 5.12 5.14-4.99 5.87-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Tax Exempt Bond Yields 
Aaa Rated Long Term __............. % 3.31 3.25 3.12 3.37-3.12 3.65-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term __._._______ . 3.48 3.43 3.38 3.48-3.33 3.81-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term _.... ceed ai 3.65 3.62 3.61 3.72-3.55 4.06-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term _....... ss % 4.01 3.94 4.07 4.16-3.93 4.51-1.98  3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
rN I co, GG 4.52 4.53 4.75 4.67-4.52 4.85-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade ~~ % 4.77 4.79 5.03 4.89-4.77 5.60-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade __ % 4.27 4.30 4.47 4.43-4.26 4.67-3.45  3.92-3.27(e) (e) (e) (e) 
Medium Grade ______ % 4.64 4.64 4.76 4.75-4.63 5.16-3.80 4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade % 4.61 4.72 4.83 4.82-4.60 5.12-3.77  4.24-3.40(e) (e) (e) (e) 
Medium Grade ___. % 4.85 4.90 5.03 5.05-4.84 5.34-4.17  4.65-3.69(e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) —___ $213.75 207.23 169.92 213.75-186.00 196.07-66.75 64.46-43.20 49.30-22.69 49.10-10.56 6.21-3.19 (f) 
125 Industrials—Div. (g) ——__ 6.338 6.04 6.00  6.33-6.01 6.01-4.18  4.44-1.76 1.94-1.52 2.05-0.72 78.06-34.81 (f) 
125 Industrials—Yields % 2.96 2.91 3.538 3.23-2.91 6.79-2.96  7.29-3.20 7.71-3.56 10.13-2.59 2.53-2.16 (f) 
(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. r (f)—125 Industrials Averages date from Jan. 1, 1929. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. (g)—Dollars per share. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. Note: To facilitate comparisons between the three charts above, all yields 
(e)—Low Dividend Preferred Yield Averages in this series date from have been placed on the same inverted arithmetic scale which appears 
Jan. 2, 1946. on the left side of each chart. 


*Revised. Medium grade, high dividend series preferred stock yields for Oct., 5.14; Sept., 5.16. 





1138 , Trusts AND EsTATES 





\ 








9(f) 
81 (f) 
6 (f) 


yields 
ippears 


TATES 


ON THE ENERGY FRONT... 


ROBERT RESOR 


Vice President in Charge of Nuclear Energy Division, Bozell & Jacobs, Inc. 


LONG-RANGE LOOK AT ELECTRIC UTILITIES — 
NATIONAL TREND AND REGIONAL VARIATIONS 





LTHOUGH INVESTORS AND MOST ANA- 

lysts continue to think well of the 
electric utility companies and their fu- 
ture, some observers have raised ques- 
tions. For example, a leading brokerage 
house recently commented that “The 
continued strength of these shares is 
something of an enigma, considering 
the growing evidence that the Admini- 
stration, either directly or through its 
agencies, is throwing its full support 
behind public power advocates . . . This 
is not an atmosphere that lends itself to 
an increasingly high appraisal. . .” 


At the same time, the brokerage house 
publication added, “On its own merits, 
there is no question of the ability of the 


, electric utility industry to sustain a con- 


stantly improving trend . . .” 


Actually, a recent survey among se- 
curity analysts by Opinion Research 
Corporation revealed more bullish than 
bearish sentiment regarding the electric 
utilities. For growth potential the elec- 
tric companies rated well ahead of nat- 
ural gas, the airlines, and the railroads, 
and somewhat ahead of communications. 
Our own observations and the ten-year 
forecasts of the industry itself agree 
that the future looks excellent despite 
some very real problems. 

The relationship of the industry and 
the Kennedy Administration is one of 
the problems. Nation’s Business in a 
blunt article in September asserted: 
“Linking of present federal power sys- 
tems and addition of new generating 
facilities would enable government to 
drive investor-owned utilities out of 
business.” The Administration has indi- 
cated lately that it is aware of these 
fears and wants to calm them. Last 
month Kenneth Holum, Assistant Secre- 
tary for Water and Power Development, 
said the Administration is not bent on 
throttling private enterprise. In fact, 
he said, the power industry must triple 
"Its installed capacity by 1980 if require- 
* ments for economic growth are to be 
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met. The Administration’s role will be 
to “lead a program of sound multi-pur- 
pose resource development,” according 
to Holum. 

While this kind of forecasting is tricky 
business, we do not see any signs of 
wide public support for a federal power 
monopoly, and furthermore we believe 
there will be a great many more neces- 
sary and urgent matters for Federal Gov- 
ernment action and expenditures during 
the decade of the 60’s than in electric 
power. 

For this to be true will require that 
the electric companies not fail to meet 
the large challenges clearly visible ahead. 
The first challenge is one of simple 
growth. By 1970 there will be some 210 
million Americans, 30 million more than 
today, and a total of 60 million house- 
holds, up 10 million from 1960. 

Residential demand for electricity will 
rise. Electric heating will be common in 
new homes and new types of appliances 
will be attracting the consumer, such as 
luminescent wall panels and home dry 
cleaning machines. 


Sales Effort Called For 


However, consumers will not sell 


themselves these appliances, and it seems 


clear that the industry is going to have 
to step up its sales programs. In 1950. 
the electric appliance industry took 3.3 
per cent of the nation’s disposable in- 
come, as compared with 13 per cent for 
the auto industry. The electric share was 
one-tenth of one per cent less than the 
amount going for barber and beauty 
shops, liquor and tobacco. By 1960, the 
electric share had dropped to 2.5 per 
cent. For many modern home appli- 
ances, the market has barely been 
scratched . . . for instance, 93 per cent 
of families have no dishwashers, 57 per 
cent have no electric frypans, and 76 
per cent don’t have an electric blanket. 
J. K. Horton, President of Southern 
California Edison Company, has com- 
mented : 
“In 1937, the nation’s electric com- 
panies were spending about two and 
a half cents of every dollar of annual 
gross revenue on sales programs, But 
for the past 10 years, this figure has 
dropped to a little less than one and 
three-fourths cent of every dollar... 
This is the time when we need to hit 
harder on our sales programs.” 
Some other problems facing the elec- 
tric companies in the present decade 
are— 


Selling residential customers on the 
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real value of electric service. High 
bill complaints have been increasing, 
not because utilities’ rates have 
soared (they have not), but because 
customers are using a great deal more 
electricity. 

Helping to strengthen the state 
regulatory commissions, since a sound, 
professional commission is worth a 
great deal to a utility company, and 
in some states the commissions have 
become enmeshed in politics. Also, 
seeing that the commissions and the 
public understand the value of re- 


search and development — including 
atomic — expenditures by the com- 
panies. 


Coping during the 1960’s with a 
changing population “mix” in terms 
of age (about half the population 
growth between now and 1970 will oc- 
cur among young people under 18 
and persons over 65 — there will be 
many more retired persons who may 
find electric bills onerous); and cop- 
ing with great variations in the geo- 
graphical distribution of population. 
The Mountain and Pacific Coast 
states will continue to outgain the rest 
of the nation. The Middle West, espe- 
cially the farm belt, and the South 
(despite fast-growing Florida) will 
continued to lag. Moreover, there will 
be significant differences in the popu- 
lation mix in different areas. 

For example, New England’s total 
population gain is expected to be 20 
per cent over 1950, but the region’s 
working population (aged 18 to 64) 
will increase only 5 per cent. At the 
same time, the Pacific Coast will see 
a total population increase of 80 per 
cent, with a 62 per cent hike among 
working groups. Thus no single con- 
cept of the future will fit the situation 
of every individual electric utility 
company. Each has a different situa- 
tion. 


Regional Growth Projected 


The Federal Power Commission di- 
vides the United States into eight re- 
gions. Here are the estimates of the 
Edison Electric Institute as to growth 
in output in each of the eight regions. 
with comments on some of the special 
characteristics of the regions: 


Region I is composed of the New 
England states, New Jersey, Dela- 
ware, the District of Columbia and 
parts of Maryland and Pennsyl- 
vania. By 1980, electricity production 
in this region will be well over three 
times its present level. More than five 
per cent of total regional capability 
is expected to be provided by nuclear 
plants in 1970 and over eight per cent 
by 1980, but coal will continue the 
dominant fuel. 

Region II includes the lower penin- 
sula of Michigan, Indiana, Ohio, West 
Virginia, and parts of Virginia, Penn- 
sylvania, Kentucky, Maryland, and 
Tennessee. By 1980 power production 
in Region II will be more than triple 
present production. Nuclear power 
will represent more than five per cent 
of the regional total in 1980. 
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Region III is the Southeast, extend- 
ing from the Potomac River to the 
tip of Florida and from the Atlantic 
Ocean almost to the Mississippi River. 
Electric power output in this region 
is expected to increase five times over 
the present output by 1980. This 
region will continue to have hydro 
power production second only to the 
Pacific Northwest. Nuclear power 
plants will represent almost four per 
cent of total regional capability by 
1980. Coal is used in power stations 
in most areas, but gas is predominant 
in Mississippi and there is extensive 
use of oil in Florida plants. 

Region IV comprises Illinois, Wis- 
consin, Iowa, most of Minnesota and 
Missouri, a small part of South 
Dakota, and Michigan’s upper penin- 
sula. By 1980, electric power output 
in this region will be almost three and 
one-half times what it is today. By 
1980, atomic power output in this 
region will be almost three and one- 
half times what it is today. By 1980, 
atomic power plants, with total gen- 
erating capacity expected to exceed 
5 million kilowatts, will represent 
nine per cent of rerional canability 

Region V includes the southwestern 
states of Texas, Oklahoma, Louisiana, 
Arkansas, Kansas. most of New Mex- 
ico, and parts of Missouri and Missis- 
sippi. This region is a national pace- 


setter in increased power consump-. 


tion. By 1980, generating capability 
of the region will have to be in- 
creased more than five and one-half 
times to keep up with Region V’s 
economic expansion and _ population 
growth. Nuclear power should repre- 
sent about nine per cent of the region- 
al total. 

Region VI consjsts of the states 
of Colorado, North Dakota, South 
Dakota, Wyoming, parts of Minne- 
sota, Montana and New Mexico, and 
Nebraska. Electric power output by 
1980 will have increased five and one- 
half times over today. North Dakota, 
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South Dakota and eastern Montana 
are served mainly by federal hydro 
installations. Nebraska is served ex- 
clusively by state agencies. Steam 
plants in Colorado utilize both gas 
and coal, but more of the former, By 
1970, however, coal will likely be pre- 
dominant. Nuclear plants will pro- 
vide about four per cent of the 
region’s power by 1980. 

Region VII is the Pacific North- 
west — the states of Idaho, Washing- 
ton, Oregon, most of Montana, Utah, 
and a small portion of California. By 
1980 the companies serving this region 
expect to have over four times their 
present power capability. This is the 
only region of the country in which 
hydro facilities provide the principal 
means of power generation. The com- 
panies will continue to add new hydro 
facilities so that in 20 years, hydro 
capability will be almost triple what 
it is today. However, hydro sites are 
limited, so conventional steam plants 
will grow in importance. Nuclear 
plants will provide about five per 
cent of generating capability in 1980. 

Region VIII, the far west. embraces 
Arizona, California and Nevada. Gen- 
erating capability is expected to be 
up better than three and one-half 
times by 1980. Almost 27 per cent of 
the power in this region is hydro, but 
this percentage will decrease in 
future. Geothermal sources — steam 
from the earth’s interior — are pro- 
viding some power in this region and 
may provide more. Because fossil 
fuels are relatively scarce in Region 
VIII, nuclear power plants by 1980 
may represent 19 per cent of this 
region’s total power capability. 


Product in 1970 


Gross National 


should reach at least $771 billion, based 
on the fairly conservative productivity 


increase rate of 234 per cent. This is an 
increase of $268 billion over 1960 GNP 


—— and it means that during the next ten 
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years our GNP should grow as much as 
it did during the past twenty years. 

Of particular significance, in the 
United States of the 1970’s, some 70 per 
cent of the population will be earning 
$5,000 or over, compared with 53 per 
cent today. So, increasingly, the U. S. 
will be a homogeneous nation of pros- 
perous middle-class citizens, with aver- 
age family income, after taxes, better 
than one-fourth higher than today. 

As the decade advances, industry will 
be making greater use of electricity for 
new automated production lines and for 
improving the workers’ environment. In 


‘the office, where automation has so far 


made only a dent, there should be large 
strides over the next ten years . . . with 
electricity as the energy source. The 
ofice workers union worries about 2.5 
million stenographers being put out of 
work by voice-actuated automatic type- 
writers, 

By 1970, according to the Edison 
Electric Institute, the investor-owned 
electric industry will be about twice as 


big as it is today. Generating capability 


will more than double, hitting 263 mil- 
lion kilowatts. Power output by 1970 
will be on the order of 1.2 trillion kilo- 
watthours, versus 1960’s 625 billion. 
The capital needs of the electric com- 
panies will be heavy. The industry will 
spend in the neighborhood of $52 bil- 
lion during the next ten years for plant 
and equipment, and about $8 billion for 
new transmission and power-pooling fa- 
cilities. By 1980, it is forecast by Elec- 
trical World that the industry’s total ex- 
penditures will reach $17.3 billion annu- 


ally, compared with the 1961 figure of 


$4.8 billion. 
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Of particular interest in a long-range . 


analysis is the prediction of various 
qualified observers that from now 
through the year 2000 electricity’s share 
of the energy market will continue to 
grow. About 20 per cent of the nation’s 
total demand for energy is in the form 
of electricity today. By 1980, electricity 
is expected to account for 37 per cent, 
and by 2000, for 42 per cent. Since 


World War II, use of electricity in this 
country has been growing at an average 
rate of 8.6 per cent a year, or about 244 
times the rate of growth of the whole 
economy, as measured by the GNP. 


Complete System Inter- 
connection Seen 


Over the past 60 years the present 
operating utilities were formed by the 
integration of hundreds of small, isola- 
ted systems. To take one example, the 
present Pennsylvania Power & Light 
Company was put together step by step 
from more than 900 separate parts. The 
next step was for the companies to link 
together, or interconnect, their facilities. 
The advantages of interconnections in- 
clude — 

—To link generating capacity to load 


centers in the most efficient and 
economical manner; 

—To permit installation of larger and 
more efficient generating units; 

—To conserve industry reserve gen- 
erating capacity by exchanging 
economy and emergency energy 
among systems with different load 
characteristics; 


—To strengthen the nation’s defense 
position. 


The present investment of the indus- 
try in transmission facilities is $6.7 


billion. This will be more than doubled 
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within the decade. Nearly all the elec- 
tric power systems east of the Rocky 
Mountains, including 100 companies in 
32 states, are now interconnected. West 
of the Rockies, interconnected service 
exists in the Pacific Northwest and the 
Pacific Southwest. 

Complete interconnection of the na- 
tion’s power systems seems to be next 
in the evolution of power supply in this 
country. Experience indicates that the 
bulk of new transmission lines will be 
built by investor-owned companies — 
not the Federal Government — and they 
will be financed in the free market. 

(Speaking of reports on Russian pow- 
er progress, although the U. S. has only 
about one-third the area of the Soviet 
Union, we have about five times the 
miles of transmission lines the Russians 
have. With only ;‘gth of the world’s pop- 
ulation, we now have about one-third of 
the world’s power capacity, and in view 
of Russia’s goal of 3,000 kilowatt-hours 
of per capita production for 1970, 
versus our 1970 forecast of 7,500 kilo- 
watthours—which, judging by past ex- 
perience, will be exceeded.—it is diffi- 
cult to see how Russia will catch up 
with us in the foreseeable future.) 

Actually, some 85 per cent of electric 
utility generating capacity in the U. S. 
is today part of one or more intercon- 
nected system groups. More than 20 
such groups now exist, tying together 
an aggregate generating capacity of over 
150 million kilowatts. Francis L. Adams, 
Chief Engineer of the Federal Power 
Commission and Chief of the Bureau of 
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Power, describes the present setup as 
being composed of six operating region- 
al interconnected groups, each having 
sub-groups within it: 


1. The Canada-United States Eastern 
Interconnection, composed of sever- 
al formal and informal pools oper- 
ating in New England, New York, 
Canada and Michigan. 

2. The Pennsylvania-New Jersey- 
Maryland Interconnection, a _ co- 
ordinating pool operating in all or 
parts of Pennsylvania, New Jersey, 
Maryland, Delaware, and the Dis- 
trict of Columbia. 

3. The Interconnected Systems Group, 
including formal and_ informal 
pools, operating in all or parts of 
30 states in a region of about 
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1,400,000 square miles extending 
from the Canadian border south- 
ward and eastward through the 
Great Plains and Central States to 
the Atlantic Coast and Gulf of 
Mexico. 

4. The Northwest Interconnected Sys- 
tems Group operating in all or 
parts of Washington, Oregon, 
Idaho, Utah, Montana, Wyoming, 
Nebraska and Colorado, and in 
British Columbia. 

5. The Pacific-Southwest Intercon- 
nected Systems Group operating in 
California, Nevada and Arizona. 

6. The Texas Systems Group oper- 
ating entirely in the state of Texas. 

Electric power can be transmitted for 

longer distances and more efficiently at 
high voltages. Last June a transmission 
line carrying the highest voltage of any 
in the world — 775,000 volts — was 
energized in Apple Grove, Virginia. 
The line was built by the American 
Electric Power System and Westing: 
house. In actual operation, a line of this 
voltage (which is twice the highest 
operational voltage presently in use in 
the U. S.) could carry enough power 
to supply a city the size of Philadelphia. 
Transmission lines of high capacity 
not only make possible more efficient 
and larger interconnections, but als0 
make more attractive the economics o 
generating plants built at the mouths of 
coal mines, shipping “coal by wire’ 
Shipping coal by pipeline, in the fom 
of a slurry, to generating stations als 
appears to be practical on a rather wide 
scale, and may become common during 


the decade. 


Competition 


In none of the foregoing have We 
examined the present and potential com 
(Continued on page 1146) 
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— Pre-War 11/30/61 Cap. only | Last 5-Yr. 

Recent 5-Yr. range | 12/30/39 Low High Distr. 12 Mos. Avg. 

BALANCED FUNDS 12.3 95.6 227.9 226.7 178.9 2.99 3.27 
1 American Business Shares 62.53 62.5 48.6 72.4 97.5 177.4 175.8 128.4 2.98 3.42 1 
2 Axe-Houghton Fund “A” 68.8 70.2 51.2 63.1 96.3 215.3 211.8 186.4 3.68 2.96 2 
3 Axe-Houghton Fund “B” me 75.3 75.3 Cid 55.5 95.9 244.2 243.7 188.1 2.31 2.84 3 
4 Boston Fund _ 62.8 yf Ae 54.1 69.4 95.5 248.1 247.7 195.3 2.66 2.88 4 
5 Commonwealth Investment Co. 67.1 74.3 59.7 57.6 84.0 228.3 228.1 189.3 2.68 2.96 5 
6 Diversified Investment Fund, Inc. —.______ 70.1 73.1 63.7 — 88.0 230.0 229.2 175.4 3.34 3.76 6 
7 Eaton & Howard Balanced Fund 67.1 70.9 59.9 67.0 96.3 232.3 230.7 197.4 2.81 2.93 7 
8 Fully Administered Fund (Group Securities) —_ 79.7 79.7 68.8 87.0 96.4 183.1 182.7 141.5 3.25 3.72 8 
9 General Investors Trust 67.9 80.7 55.4 OL O72 21386 210.6 149.3 3.56 3.85 9 
10 Investors Mutual __ NA NA NA — 96.38 221.0 219.2 195.0 3.01 3.36 10 
11 Johnston Mutual Fund 12.3 79.9 56.4 — 96.6 303.8 301.8 254.9 1.90 2.70 11 
12 Massachusetts Life Fund 66.7 69.2. 58.0 — 97.2 208.7 208.0 188.0 2.90 3.09 12 
13 National Securities—Income series ~~ ._. 84.7 91.8 82.7 — 96.8 191.4 188.8 148.2 4.23 4.69 13 
14 Nation-Wide Securities 64.0 63.1 54.4 82.3 97.2 212.0 211.7 168.0 3.04 8.40 14 
15 George Putnam Fund 75.5 i | 63.3 83.5 97.5 281.1 280.8 222.3 2.40 2.87 15 
16 Scudder Stevens & Clark Fund __ 70.4 70.4 58.7 74.6 97.3 206.1 205.5 159.2 2.84 3.08 16 
17 Shareholders Trust of Boston 69.2 72.9 49.0 — 96.3 232.8 2324 1714 8.47 3.66 17 
18 Stein Roe & Farnham Balanced Fund — 69.1 69.1 51.6 — 96.8 280.0 279.7 224.7 2.63 2.75 18 
19 Wellington Fund 63.7 68.0 57.8 70.9 97.3 228.3 225.9 176.1 2.84 3.09 19 
20 Whitehall Fund 56.5 58.0 50.4 — 95.8 221.4 220.5 169.0 3.29 3.48 20 

FLEXIBLE FUNDS 73.3 95.8 282.5 281.3 214.3 2.50 2.97 
21 Broad Street Investing Corp. 92.0 92.0 177.3 65.1 93.7 323.0 | 321.4 268.9 2.92 3.35 21 
) 22 Delaware Fund 93.6 943 84.3 69.3 95.3 273.2 271.3 186.0 2.29 2.75 22 
23 Dreyfus Fund 88.7 99.9 52.7 — 96.6 481.5 479.9 309.6 1.77 1.96 28 
24 Fidelity Fund 93.6 96.4 80.2 — 95.4 341.7 | 341.3 279.7 2.24 2.94 24 
25 Institutional Foundation Fund 76.0 88.5 75.5 — 95.5 268.8 267.9 199.1 3.12 3.70 25 
26 Knickerbocker Fund 93.6 95.5 63.0 | 101.0 96.4 199.7 | 198.0 132.2 2.89 3.19 26 
27 Loomis-Sayles Mutual Fund 74.9 75.4 49.5 60.5 96.6 215.7 215.4 154.9 2.57 3.00 27 
28 Mutual Investment Fund 87.1 90.1 55.8 84.6 95.7 196.7 196.0 150.0 2.62 2.89 28 
29 New England Fund 62.2 66.8 53.2 78.4 97.2 201.9 201.6 153.9 2.89 3.43 29 
30 Selected American Shares 96.4 97.8 81.1 74.0 94.3 280.9 279.4 196.2 2.17 2.82 30 
31 Sovereign Investors 95.8 96.7 91.3 98.3 98.2 305.8 304.0 274.8 3.08 3.59 31 
32 State Street Investment Corp. 89.1 93.9 85.7 56.8 95.3 256.3 255.3 172.6 2.07 2.39 32 
33 Wall Street Investing Corp. 80.1 88.2 80.1 — 96.1 316.7 | 314.5 287.6 2.28 2.78 33 
34 Wisconsin Fund, Inc. _.. 95.7 98.2 177.4 548 95.4 293.3 291.6 234.0 2.04 2.77 34 

COMMON STOCK FUNDS 65.3 94.7 361.9 | 359.3 285.2 | 221 2.64 
35 Affiliated Fund* 90.3) 90.3 84.5 61.4 938.6 282.2 280.8 205.4 2.56 38.09 35 
| 36 Bullock Fund 88.0 88.5 76.7 68.0 94.6 309.8 808.7 220.1 240 2.67 36 
37 Dividend Shares 89.7 91.0 81.6 73.5 938.6 293.2 291.2 231.9 2.44 2.86 387 
| 38 Eaton & Howard Stock Fund 92.4 924 78.3 62.2 95.2 381.9 379.7 339.2 2.06 2.33 38 
l 39 Fundamental Investors 98.7 99.2 96.7 54.5 94.4 345.5 842.3 288.2 2.10 253 39 
, 40 Group Securities—Common Stock — ~~ 98.9 99.1 90.4 — 95.1 276.5 | 273.1 206.1 3.39 4.08 40 
| 41 Incorporated Investors 94.3 96.3 82.4 59.8 96.6 332.1 3829.1 230.6 1.70 2.07 41 
42 Investment Company of America 88.8 95.5 174.5 64.1 941 350.6 350.0 246.2 241 223) «2 
43 Keystone Growth Common (S-3) ——-___ NA NA NA 71.7 99.4 885.8 884.7 258.9 1.57 1.96 43 
44 Massachusetts Investors Growth Stock Fund _. 92.2 99.7 90.0 69.6 * 94.7 499.7 497.4 422.5 1.21 1.59 44 
45 Massachusetts Investers Trust 98.2 99.7 97.3 76.6 95.3 381.8 377.6 344.0 2.46 2.96 45 
46 National Investors 97.0 99.6 96.4 57.6 92.7 455.0 452.2 367.3 141 1.91 46 
47 National Securities—Stock Series _____ eos 98.9 98.9 93.9 — 93.6 257.0 254.9 193.2 3.72 4.29 47 
48 T. Rowe Price Growth Stock Fund 90.5 90.5 72.1 — 94.6 542.0 | 535.7 439.7 155 1.89 48 
49 Scudder Stevens & Clark Common Stock Fund_. 96.3 98.5 91.6 — 94.5 359.4 356.2 290.0 2.22 2.49 49 
50 United Income Fund 94.0 95.5 89.3 — 95.4 337.6 335.3 279.9 2.48 3.14 50 

500 STOCK INDEX (Standard and Poor’s)® — — — 70.7 74.8 406.2 403.2 —_ —_ —_ 

CONSUMERS PRICE INDEX (B.1.S.)2 _ soli — _— _— 58.5 100.0 126.1 —_ — me “— 








n—Adjusted to June 30, 1950 base; *—Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month. 


4 NA—Not available; j—To June 30 only. 
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Two Recent Law Articles 
Take Opposing Views of 
Fund Holders’ Rights 


Two recent articles appearing in the 
July and November issues of the Yale 
Law Journal* have arrived at different 
conclusions as to certain rights of mu- 
tual fund shareholders. Several decis- 
ions regarding such rights during the 
last year as well as some 50 pending 
suits have stimulated interest in the prob- 
lems involved, particularly the correla- 
tive duties of the fund directors. The 
suits have challenged the size of fees 
paid by the mutuals to their investment 
advisors alleging domination of non- 
affiliated directors of the former by the 
directors affiliated with such advisers. 

In the July article, it is Mr. Lobell’s 
thesis that the courts have been given 
little understanding as to the nature of 
the mutual fund structure and that “if 
the law of ordinary business corpora- 
tions is indiscriminately applied . . . the 
results might be a distorted caricature of 
good sense and justice.” A distinguish- 
ing feature of the mutual is the advisory 
contract along with the tendency to have 
the adviser carry many of the costs of 
the fund. According to Mr. Lobell, this 
arrangement is quite analogous to the 
relationship between the private invest- 
ment counsel and his client. The mutual 
fund shareholder has chosen the fund 
because of its investment adviser and he 
expects a “continuity of service” from 
the latter. His purchase of the fund is 
comparable to the private client’s sign- 
ing a contract with the private coun- 
selor; redemption of his shares at will 
has its counterpart in the ready termina- 
tion of the private client’s arrangement. 

In the typical corporation the nexus 
between shareholder and director is un- 
interrupted. “. . . The total range of en- 
forceable expectations and understand- 
ings of the shareholder, as such, is pre- 
sumably reflected in a corresponding set 
of functions and duties of directors . . 


*Rights and Responsibilities in the Mutual Fund. 
Nathan D. Lobell. July, 1258-94. The Mutual Fund 
and Its Management Co.: An Analysis of Business 
Incest. 
ments). 


November, pp. 137-57 (Notes and Com- 
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However, in the corporate mutual fund 

. served by an adviser under contract 
(accecding to the view of Mr. Lobell’s 
‘common sense’ investor) responsibili- 
ties of directors are neither so broad as 
to belie his understanding that it was to 
the adviser that he was entrusting the 
management of his account, nor so nar- 
row as to make the directors, in fact, 
rubber stamps or dummies. The truth is 
somewhere in between.” 

Where is the line to be drawn? The 
mutual fund director, as any fiduciary, 
owes no duty to the shareholder in re- 
gard to certain factors which the latter 
has approved of through his freedom of 
choice in making the share purchase. 
Stated in the prospectus, these include in 
part: (1) the identity of the adviser, (2) 
the fee of the adviser, (3) the stated ob- 
jective of the fund and the degree of risk 
taken to achieve that risk, and (4) the 
terms and conditions, if any, of his re- 
demption rights. The primary purpose 
of disclosure requirements under the In- 
vestment Co. Act is to inform the in- 
vestor about the above facts among oth- 
ers so that his decision to buy reflects 
“an ... informed act of mature will.” 

But the investor has divested himself 
of control over his funds on making the 
purchase and there are certain responsi- 
bilities connected with operational as- 
pects of the fund which he can rightly 
expect will devolve upon the directors. 
These mandated functions include: (1) 
a professional level of competence in 
managing the portfolio, (2) strict ac- 
counting, (3) responsibility to avoid un- 
fair advantage to fund insiders and (4) 
additional responsibilities prescribed by 
the Act. Mr. Lobell has some strong 
words to say about failure to distinguish 
between these mandated and unmin- 
dated responsibilities with respect to mu- 
tual funds. To key the law to the in- 
vestor who failed to avail himself of in- 
formation available in the prospectus is 
“to rip out of the structure of our regu- 
latory scheme its underpinning of dis- 
closure and to confess defeat in the hard 
campaign against ignorance and cupid- 
ity and for the development of the ma- 
ture investor.” 







Bia ci nae cea 








Mr. Lobell in the July article empha. 
sizes the difference between usual cor. 
porate practice and mutual fund proce. 
dure by reference to certain statutory 
provisions respecting the advisory con- 
tract. “The statute,” he points out, 
“creates a unique division of hiring, fir. 
ing and compensation responsibilities 
(1) by permitting directors to fire an 
adviser without referral to shareholders, 
but requiring shareholder approval of 
any replacement; and (2) by requiring 
shareholder approval of any fee or any 
change in fee . . . Through this scheme 
of severing from directors functions nor- 
mally vested in them, through provis- 
ions giving a strong position to the ad- 
viser on the board of the fund, through 
provisions against assignment of advis- 
ory contracts, and through the require- 
ments of disclosure about the adviser, 
(the statute) recognizes the close link 
between the adviser and the shareholder 
(and) the significance of the adviser’s 
identity in the shareholder’s choice of 
the fund shares . . .” One might serious- 
ly question the implication of strength 
attributed to a directorship, however, 
where under certain circumstances repre- 
sentation by statute is limited to a m- 
nority representation. 

But the point of contract termination 
is just where the doctrine of mandated 
and unmandated responsibilities comes 
into question. “Functions which the 
shareholder cannot himself oversee, pe 
culiar to the internal, operational aspects 
of fund management” — adviser dishon- 
esty, malpractice, a  sub-professional 
level of competence in portfolio manage 
ment — clearly fall within directors’ re 
sponsibility and action. However, Mr. 
Lobell asserts that certain functions ar 
clearly unmandated and thereby seeks to 
illustrate the nub of his thesis: 

“Suppose that directors have no differ 
ence of judgment with the adviser as t 
any aspect of the advisers’ operations 
but are offered the services of another 
adviser willing to work for a lower fee. 
Are they free, on the ground of the ral 
of the fee alone, to fire the adviser? Are 
they responsible if they do not? Ar 
they obligated affirmatively to dicket 
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with an adviser over his fee, and, if the 
dicker fails, to fire him? To vest re- 
sponsibility for these functions in direc- 
tors . . - implies that directors are not 
only free but obligated to remake the 
arrangement the shareholder thought he 
was making when he bought the fund 
shares.” 

In summary, the July article states 
that “the prime line of allocation is be- 
tween disclosed and accepted ‘term’ as- 
pects of funds (or unmandated responsi- 
bilities) and operational aspects of funds 
(or mandated responsibilities). Warrant 
for such division exists not only in the 
basic doctrine from which fiduciary ob- 
ligations in freely chosen arrangements 
spring, but in the fundamental pattern 
of the statutes applicable to mutual 
funds.” 

The argument of the Note in the 
November Yale Law Journal is at vari- 
ance with the Lobell thesis as its title — 
“The Mutual Fund and Its Management 
Co.: An Analysis of Business Incest” — 
might suggest. According to this inter- 
pretation, the legislative history of the 
Investment Co. Act takes cognizance of 
substantial differences between the fund 
adviser and the personal investment 
counsel. The latter does not typically buy 
nor sell securities for his client nor ob- 
tain control over his funds; he merely 
advises. Furthermore, it is averred that 
the small investor generally does not 
know the identity of the fund manage- 
ment company. Full disclosure of the fee 
and other elements such as performance 
record in the prospectus may be illusory 


| unless comparison is readily available 


_ with other funds or the general stock 


market. In any event, there is a possi- 


_ bility that much of this information, in- 


cluding a clear distinction between regu- 
lar dividends and capital gains distribu- 


, tions, will be “obscured by aggressive 


—--A 





selling techniques.” But the optimists 
nevertheless stressed disclosure require- 
ments in the Investment Co. Act because 
of the inadequacy of provisions under 
the then existing legislation to cope with 
the unique management company-mu- 
tual fund relationship. 

According to this most recent article, 
the purpose of Section 10 of the Act in 
limiting the number of management 
company personnel or affiliates who 


} might serve on the board of the fund to 


from 60% to a minority of the latter, 
depending on circumstances, was to curb 


adviser domination of the investment 
4 Company. By an inverse process of rea- 
} Soning, Mr. Lobell previously saw an at- 


tempt to strengthen the adviser’s posi- 


» tion because limitations were liberalized 


under industry pressure in the bill’s re- 


DECEMBER 1961 


draft. The author then visualizes circum- 
stances under provisions of the act in 
which the contract would be void for “if 
it can be proven that an ostensibly non- 
affiliated director is actually controlled 
by the management company, he be- 
comes ‘affiliated’ under the Act’s defini- 
tion.” It would be unlawful for a fund to 
“enter into, renew or perform” a man- 
agement contract unless approved by a 
majority of the independent directors. 
Even if the shareholders approved the 
contract, as they must ab initio and may 
on subsequent renewal, the board ef di- 
rectors may lack the requisite disinter- 
estedness to arrange the agreement, if it 
has not been duly constituted. Further- 
more, since the fund’s directors, by a 
simple majority, can terminate the man- 
agement contract at any time, the agree- 
ment to be lawful must be subject to the 
safeguard of continuous scrutiny in so 
far as the fund’s contractual relationship 
with the management company is con- 
cerned. 

Shareholder approval of management 
contracts has limited value. It diminishes 
the protection of the unaffiliated direc- 
tors. Dissatisfied shareholders can ex- 
press themselves only through means of 
a costly and ineffectual battle. Sales and 
redemptions by investors may alter the 
shareholder list of a mutual extensively 
over relatively short periods and even 
the same shareholder may be originally 
amenable to a one half million dollar 
fee, but not a $2 million charge which 
he finds his fund paying with an in- 
crease in its assets. In any event share- 
holder approval does not reduce the con- 
tinuing responsibility of the directors in 


renewing or terminating management 
contracts. 

The courts would “probably be reluc- 
tant to hold for plaintiffs on excessive 
fees” unless domination of non-affiliated 
directors was alleged. That is the grava- 
men of the current litigation. Several 
observations are made on evaluation of 
fees. Since services of management com- 
pany differ substantially from those of 
private counsel, comparison should not 
be made as was done by Lobell. Fees 
might be calibrated with those of “funds 
of similar objectives” with due consid- 
eration given to relative performance 
over a suitable lengthy period of time. 
Two additional relatively novel observa- 
tions are made on determinants of man- 
agement compensation. (1) “The size of 
a mutual fund’s assets, which to a large 
extent may be a product of successful 
selling techniques, unrelated to the qual- 
ity of the advisers’ services, should be 
regarded as an unreasonable measure of 
compensation. (2) In evaluating the rea- 
sonableness of the fee paid to a manage- 
ment company which renders advisory 
services to more than one fund, costs 
would be particularly preferable to total 
assets as a yardstick.” 


Fund Group Head 
Stresses Reasonableness 
of Fees at Conference 


Public discussion of fund manage- 
ment fees has by no means been con- 
fined to the pages of the nation’s law 
journals. The subject was given promi- 
nence in the keynote speech before the 
13th annual Mutual Fund Dealers’ Con- 


ference, sponsored by the /nvestment 
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A Common Stock Investment Fund 


An investment company seeking 
for its shareholders possibilities 
of long-term growth of capital 
and a reasonable current income. 


ATLANTA CHICAGO 
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Prospectuses on request 


Lorpb, ABBETT & CO. 
63 Wall Street, New York 5 


LOS ANGELES 





AMERICAN 
BUSINESS SHARES 


A Balanced Investment Fund 


Company invests in a portfolio 
balanced between bonds and 
preferred stocks selected for 
stability, and common stocks 
selected for growth possibilities. 


SAN FRANCISCO 








1145 





Dealers’ Digest, at New York’s Statler- 
Hilton Hotel on October 30th through 
November Ist. George K. Whitney, Trus- 
tee of Massachusetts Investors Trust and 
outgoing president of the National Asso- 
ciation of Investment Cos..—now known 
as the Investment Co. Institute, empha- 
sized at the opening-day meeting that the 
nation’s mutual funds are providing an 
investment service to millions of people 
throughout the country that is otherwise 
unobtainable except at a cost prohibitive 
to most of them. 

“Fees and operating expenses of open- 
end investment companies,” he explain- 
ed, average out to a figure of only about 
$5 to $6 annually per thousand dollars 
invested, which figure compares favor- 
ably with the fee schedules of invest- 
ment advisory services of banks and 
counseling firms. Actually, however, the 
person of average means is effectively 
prohibited from hiring services of the 
latter type of organization because of 
minimal annual fee charges...... The 
compensation of management officials in 
the investment company industry — 
which, of course, is included in total 
operating expenses — is believed to be 
entirely in line with that obtaining in 
other segments of the investment in- 
dustry, such as in investment banking 








A mutual fund investing in “growth” 
stocks. See your investment dealer for 
free booklet-prospectus, or mail this 
ad to 


CALVIN BULLOCK, LTD. 


Established 1894 
ONE WALL STREET, NEW YORK 5 


NAME 





ADDRESS. 
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and brokerage partnerships, and invest- 
ment counsel firms. Also, the monetary 
incentives are in amount in keeping with 
those of leaders in other service pro- 
fessions, such as medicine and law..... 
Before the purchase of shares the in- 
vestor is fully informed as to manage- 
ment and its record, the investment poli- 
cies and the costs of operation.” 

In the course of his keynoting, Mr. 
Whitney engaged in the popular indus- 
try pastime of playing down the signifi- 
cance of the current rate of share re- 
demptions. This column has continued 
to emphasize that no conclusions are 
warranted regarding the cash-ins which 
it considers to be at an excessive rate, 
until a thorough analysis and study has 
been made. This the industry has long 
avoided. But Mr. Whitney commended 
the assembled dealers for the care and 
discretion with which he claimed they 
had pursued their selling by noting the 
average length of holding of shares by 
purchasers. He elaborated thus: “It is 
evident that you have studied the re- 
quirements and investment objectives of 
your clients before making your recom- 
mendations to them. The ratio of value 
of shares redeemed to average assets has 
been around 5% to 6% in the past sev- 
eral years. This ratio is much lower than 
the ratios of ten or more years ago and 
also, incidentally, is much lower than 
the turnover rate on the New York 
Stock Exchange (our emphasis). It is 
proof of general shareholder satisfac- 


tion.” in a 
ENERGY FRONT 
(Continued from page 1142) 


petition for central station electric pow- 
er. There will continue to be strong 
competition from gas with the consumer, 
and it is conceivable that technological 
breakthroughs — for instance, the de- 
velopment of a highly-efficient fuel cell 
— might provide additional competitive 
problems. 





In October a gas industry develop. 
ment committee proposed ambitioys 
long-range goals, including: residential 
utility or LP gas service provided to 
84 per cent of American homes, an jp. 
crease of 34 per cent over the number 
served in 1960; an increase of 60 per 
cent in commercial gas and LP ey. 
tomers; 50 per cent more industrial cys. 
tomers; in appliance sales the gas goals 
are 73 of all ranges sold, 90 per cent 
of total automatic water heaters, 20 per 
cent of refrigerators, 60 per cent of 
clothes dryers, 90 per cent of central 
heating plants and 50 per cent of central 
air conditioning plants. 


The gas industry expects to acquire 
another one million new customers each 
year during the present decade, and esti- 
mates that sales volumes and revenues 
should double during the period. 


Natural gas sales are expected to be 
up about 74 per cent by 1970, and 
petroleum demand up some 40 per cent, 
Progress is quietly but surely being 
made also in utilization of solar energy, 
Breakthroughs are possible during the 
next ten years in harnessing the hydro- 
gen fusion reaction, which would give 
us a practically limitless source of 
energy. 

In fact, the pace of research and 
development has been stepped up so 
since World War II that it adds a 
new element to long-range planning. 
Between 1960 and 1970, the nation’s 
total R&D expenditures are expected to 
increase about 85 per cent, some of this 
directly by and for the energy indus- 
tries; but even R&D seemingly unrelated 
may turn out to have important effects 
on the energy industries. 

The United States will use to the full 
every source of energy it can tap. But 
in the short run, changes in markets and 
technology may occur rapidly and must 
be carefully watched. 
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GROUP OF MUTUAL FUNDS 


COMMONWEALTH INVESTMENT CO. 
A balanced fund established 1932 
COMMONWEALTH STOCK FUND 

for long-term growth possibilities 
COMMONWEALTH INCOME FUND 

for current income 
COMMONWEALTH INTERNATIONAL 
AND GENERAL FUND 

for international investing 


Free prospectus 
from your investment dealer or 
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New Jersey Trustmen Hold 
Special Conference 


The first separate trust conference 
sponsored by the Trust Committee of 
the New Jersey Bankers Association was 
held at the Cherry Hill Inn, Haddonfield, 
N. J.. on November 15 and 16. Pricer 
conferences had always been held in 
conjunction with a meeting of the Asso- 
ciation itself but an attendance of some 
150 trustmen from every part of the 


state indicates that New Jersey is now 
ready to support separate meetings de- 
voted entirely to trust matters. 


The meeting was opened with greet- 
ings from William H. Keith, president 
of the Association, and of National State 
Bank. Newark, who commented on the 
great increase in trust activities in the 
state in recent years and expressed sat- 
isfaction that the trust business had now 
come of age in the sense that it could 
support its own conference. 

The first morning was devoted to 
trust operations which were discussed 
by a panel moderated by Gilbert C. 
Turner, vice president and trust officer, 
First National Bank of Princeton, who 
was also Chairman of the Trust Confer- 
ence Committee. Speaking on “Estate 
Administration Check Lists,” G. Max- 
well Morse, vice president, Plainfield 
Trust State National Bank, pointed out 
the dilemma posed by the fact that an 
effective check list must be very long, 
containing perhaps 250 items, and yet 
be readily understandable to anyone 
who picks it up. He suggested a supple- 
mentary list containing only the most 
essential steps in the administration of 
an estate for the use of the head of the 
trust department. Mr. Turner himself 
discussed “Dockets, Diaries and History 
Sheets,” with emphasis on the import- 
ance of having a record of the things 
that happen during the administration 
of an estate other than those which can 
be handled through a check list.* 

William M. Baker, vice president and 
senior trust officer, Summit Trust Co., 
considered various problems arising in 
connection with vault control in small 
but growing trust departments. He ex- 
hibited a number of the forms used in 
his bank and pointed out that in this 
the area of the largest clerical activity 
in a trust department it is essential to 
adopt methods which will reduce to a 
minimum the processing of tickets and 
posting media and at the same time as- 
sure effective audit control. The fourth 





*TRUSTS AND ESTATES has developed a ‘“‘Record & 
Check System” of 20 forms. A sample set is avail- 
able from the magazine for $6.00. ° 
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member of the panel was Clair M. Fish- 
er, vice president and senior trust off- 
cer, First Trenton National Bank, who 
discussed investment reviews and tick- 
lers. 

In the afternoon, J. Fisher Anderson, 
Counsel, and Israel Spicer, Associate 
Counsel, of the New Jersey Bankers As- 
sociation, commented on pending and 
proposed legislation in the trust field. 
The most interesting and puzzling mat- 
ter is the bill which would increase from 
40% to 60% the amount of stocks which 
could be held in a “legal” trust. The bill 
has passed both houses of the New 
Jersey legislature but it has been im- 
possible to ascertain the Governor’s posi- 
tion or even if the bill has been for- 
warded to him for his consideration. Al- 
though New Jersey has the model Gifts 
to Minors Act an attempt to substitute 
the Uniform Act was vetoed as was a 
specially drafted bill to authorize “pour- 
overs.” An effort will be made to obtain 
enactment of the uniform act on this 
latter subject. 

Charles W. Buek, first vice president, 
United States Trust Co. of New York, 
discussed in considerable detail his views 
on current investment problems. As 
these had naturally not varied since Mr. 
Buek delivered a similar address at the 
New York State Trust Conference three 
weeks earlier, reference should be made 
to what he then said. (T.&E., Nov. 1961, 
p- 1018. 

Bruce M. Hassinger, Secretary of the 
Trust Division of the Pennsylvania Bank- 
ers Association, and Charles E. G. Lloyd, 
his counterpart in New York, jointly dis- 
cussed the history, organization and cur- 
rent activities of their respective organ- 
izations. 

On Thursday morning the estate plan- 
ning problem of John Citizen was con- 
sidered ‘by a panel consisting of Harold 
C. Hoffman, trust officer, National State 








BALTIMORE GAS AND 
ELECTRIC COMPANY 


Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of $1.12%2 a share on the 

42Q% Preferred Stock, Series B; $1.00 a 

share on the 4% Preferred Stock, Series C; 

and 28 cents a share on the Common Stock, 

have been declared for the quarter ending 

December 31, 1961, all payable January 

2, 1962, to holders of record at the close 
of business on December 15, 1961. 

J. THEODORE WOLFE, 

Chairman of the Board. 

Dividends paid on the Common Stock continuously 
for more than half a century—always 
earned —never reduced. 





Bank of Newark, Millburn, as modera- 
tor; Morris J. Oppenheim, attorney at 
law, Asbury Park; Bernard C. Hecht, 
certified public accountant, Hecht and 
Elblonk, Newark; and Arthur M. Niner, 
C.L.U., general manager, New York 
Life Insurance Co., Newark. Mr. Citizen, 
aged 50, had the usual wife and three 
children, only one of whom, a son, was 
over 21, and an estate containing only 
$31,000 of marketable assets together 
with $30,000 of real estate and personal 
(Continued on page 1183) 
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KENNECOTT COPPER 
CORPORATION 


161 East 42nd Street, New York, N. Y. 


November 17, 1961 


At the meeting of the Board of 
Directors of Kennecott Copper Cor- 
poration held today, a cash distri- 
bution of $1.25 per share was de- 
clared, payable on December 20, 
1961, to stockholders of record at 
the close of business on November 
28, 1961. 


PAUL B. JESSUP, Secretary 

















Drei -Gontinental 
Corporation 


A Diversified Closed-End 
Investment Company 


Final Quarter Dividends 


Record Date December 12, 1961 
60 cents a share 


on the COMMON STOCK 
Payable December 23, 1961 


67% cents a share on the 
$2.70 PREFERRED STOCK 
Payable January 1, 1962 


65 Broadway, New York 6, N. Y. 

















YALE & TOWNE 
, 295th Quarterly Dividend 







2% Stock Dividend 
Payable: 

Jan. 2, 1962 
Record date: 
Dec. 12, 1961 
Declared: 


Nov. 30, 1961 


Elmer F. Franz 
Vice President & Treasurer 


Lock and Hardware Products since 1868 
Materials Handling Equipment since 1875 
Cash dividends paid every year since 1899 
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HE LIFE INSURANCE MAN WHO TOLD 
ies this story says his client is a 
franchised dealer, incorporated, who has 
made more than an average success in a 
highly competitive field (I think he’s 
an automobile dealer, but my friend 
wouldn’t say and it doesn’t matter). He 
has built a valuable reputation for hon- 
est selling and superior service, but it 
has been a personal achievement; he has 
some good men with him, but no one 
who could take over full responsibility. 

Without a successor of proved ability 
on the job, the franchise will undoubted- 
ly be terminated at the owner’s death. 
‘This is not an uncommon situation, and 
what was done about it is both simple 
and practical. 

When my friend talked with him, the 
owner said: “For years I’ve been plan- 
ning that this business would eventually 
belong to my son. He’s decided he wants 
to be a lawyer, and I think he'll be a 
good one, so I’ve begun thinking what 
the business will liquidate for, as well as 
what it’s worth with me around.” 

He said he supposed he should have 
started this kind of thinking years ago, 
but he didn’t believe it would have made 
much difference. “With the expense of 
educating three children,” he said, “I 
haven’t wanted to keep much money 
locked up in the corporation’s pocket- 
book, so I’ve been taking bonuses that 
have used up about all the profits we’ve 
made.” 

With the exception of a couple of 
qualifying shares, he owned the busi- 
ness, his home, a couple of building lots, 
$35,000 of life insurance, and not much 
else. At the time of this discussion, he 
thought the service inventory might 
bring as much as $50,000, but that was 
about all the cash the business could 
turn up. 

He was making about $40,000 a year 
before taxes, and he thought there might 
be as much as $10,000 that could be 
used to beef up the future value of the 
business. 


Working with the lawyer and the 
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ESTATE SIDE OF LIFE INSURANCE 


CHARLES C. ROBINSON 


In collaboration with Institute of Life Insurance 


LIQUIDATING VALUE OF A FRANCHISE 


ee 


firm’s accountant, this recommendation 
was made and eventually adopted: 

The owner’s life was insured for 
$150,000, life paid-up at 65. The corpo- 
ration owns the policy, pays the pre- 
miums, and is the sole beneficiary. At 
65, the cash accumulation in this policy 
should at least equal the total of pre- 
miums paid in. At that time, the owner 
can do one or a combination of several 
things. 

If he wants to keep on with the busi- 
ness, it will own $150,000 of paid-for 
life insurance, with a cash value that will 
continue to increase. He can liquidate 
the corporation and pay a capital gains 
tax on whatever the assets bring above 
his cost. He can give up his franchise, 
sell the inventory and any other assets he 
wants to get rid of, but continue the cor- 
poration and pay himself a reasonable 
salary for running it — tapping the cash 
value of the life insurance for this pur- 
pose if and when it becomes necessary. 

If he decides to close out before he’s 
65, the cash value of his policy, built up 
with money taxed at the corporation’s 
rate of 30 per cent rather than in his 
higher personal bracket, will probably 
amount to nearly as much and possibly 
more than he could have saved out of his 
personal income. 

If he dies before 65, his wife and chil- 
dren will own a corporation with a cash 
surplus of $150,000, plus whatever the 
other assets are worth at that time. 

I’m sure there are many things he 
could have done; but, as my friend says, 
“There’s nothing iffy about this arrange- 
ment — and he likes it.” 


“EXTRAORDINARY” INSURANCE 


® SEEMS TO ME ABOUT 6 PER CENT OF 
all ordinary life insurance in force is 
more extraordinary than ordinary. I’m 
thinking of the impressive $22 billion of 
protection, give or take a little, on the 
lives of people in extra-risk classifica- 
tions — many of whom, only a few years 
ago, would have been considered flatly 
uninsurable. 








I have no idea who first sold the pro- 
position that people with physical im. 
pairments or in hazardous occupations 
could be charged an additional premium, 
and insured with as much confidence as 
so-called standard risks, but experience 
has proved he had a thoroughly sound 
idea. 

I’ve been around long enough to re- 
member when a man who flew an air. 
plane, even occasionally, couldn’t get life 
insurance at any price; diabetics had to 
insure themselves; and an applicant 
whose blood pressure pushed the indica- 
tor just a few notches above the absolute 
normal was likely to be declined. Today, 
it’s the exceptional company that isn’t in 
the extra-risk business; only pilots test- 
ing experimental aircraft are uninsur- 
able (many others buy their life insur- 
ance with no price increase at all) ; the 
diabetic who has his problem under con- 
trol has no life insurance problem; and 
a man’s blood pressure has to be high 
indeed before he'll be told he’s waited 
too long to insure. 

According to the Institute of Life In- 
surance, even people who have been suc- 
cessfully treated for cancer — consid- 
ered totally uninsurable not long ago — 
are sometimes accepted for life insur- 
ance four years after treatment. Of over- 
all cancer treatment experience, the In- 
stitute says there is a greater recovery 
rate among victims in the over 40 age 
group than among younger people. Also, 
10 years ago, one out of four cancer pa 
tients responded to treatment; this ratio 
has been improved to one out of three. 

Diseases of the heart remain the ma- 
jor reason for uninsurability, accounting 
for more than half of medical rejec: 
tions; but here, too, a lot of progress is 
being made, especially in the field of 
heart surgery, and: the number of unit- 
surables will probably continue to dwit- 
dle. 

Although hazardous job classifications 
are fast disappearing, equally risky avo 
cations are giving the insurance compa 
nies some headaches. I heard just the 
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other day of two partners who needed 
$500,000 of life insurance, between 
them, for buy-out agreement funding. 
They were each charged a substantial 
extra premium (and though both 
screamed. they’re paying it). One man’s 
a dedicated skin diver; the other gets his 
kicks racing overpowered motor boats. 
“Better they should take up bull fight- 
ing,” a lay underwriter in one of the life 
insurance company home offices told me. 
“They might do less of it and it could be 
safer.” 

The same man said: “You should sug- 
gest to your readers that they check the 
hobbies of men — women, too — they 
think need substantial amounts of life 
insurance. If they’re going all out for 
such pastime as sky diving, kite flying 
on water skis, or go-cart racing, they can 
save a good deal of premium money by 
changing to stamp collecting, curling. or 
even golf.” 

I’ve done it, and my readers can if 
they like: but I doubt that we'll be suc- 
cessful in changing what seems to be a 
trend. 


ABOUT MY COLLABORATION 


N OHIO MAN I HEAR FROM OCCASION- 
A ally, and who I suspect is less than 
enthusiastic about my ideas of how life 
insurance can and perhaps should be 
used, writes: “Just how do you collabor- 
ate with an institute?” (as it says under 
my by-line). 

Until I got his letter, I hadn’t thought 
much about this — and now that I have, 
I can’t see that it’s been much of a prob- 
lem. Here’s how it’s done. 

I get what facts I need from the Insti- 
tute, when they have them (and those 
folks get around, so they usually do). 
When they can’t tell me what I want to 
know, they check what I dig out else- 
where. The cases and experiences with 
life insurance I write about come from 
life insurance men, trust officers, accoun- 
tants, lawyers, and now and then from 
the ultimate consumer. 

It adds up about like this. Facts or 
anyhow their accuracy, are the Insti- 
tute’s responsibility; when it comes to 
interpretations and opinion, I’m on my 
own. 

It’s a pleasant relationship, and I think 
a practical one — even though it does 
leave me on the receiving end of any 
argument that develops. 

For example, if I write that more than 
260 corporations list at least $150,000 
of life insurance cash values in their an- 
nual statements (as compiled by John 


_ Todd and published by Diamond Life 


Bulletins), that’s a fact that no one can 


do much with it. If I add this would 
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seem to prove that the management of 
more than 260 corporations are suffi- 
ciently sold on permanent life insurance 
and its cash value accumulations to buy 
it in large amounts, even though many 
of them are also incurring long term 
debt, that’s an opinion — and from two 
to maybe six or seven readers (usually 
men who believe in term-insurance-plus- 
investment-in-equities as the one sound 
solution to all protection problems) will 
tell me how wrong I am. 

They won’t question the fact; after all, 
these statements have been published 
and anyone can read and count them; 
but they will insist there must be some 
hidden tax gimmick I either don’t know 
about or am carefully hiding. A gim- 
mick there may be — and if that many 
corporate buyers of life insurance have 
figured it out and are using it, I’m stupid 
indeed. The simple truth is, I believe 
most of these corporations buy perma- 
nent life insurance for three primary 
reasons: 

1. They expect the executives they’re 
insuring to be around for some time, 
and they want life insurance that can be 
kept in force indefinitely. 

2. They consider life insurance cash 
values a sound and exceptionally liquid 
investment for some of their surplus. 

3. They know that if the policies are 
surrendered short of death, the cash 
value settlement they'll get will material- 
ly reduce the cost of the protection they 
need. 

This has always been true. 

In 1921, Adolph Zukor’s life was in- 
sured for $5 million. The motion picture 
producing firm he headed wanted to bor- 


row a lot of money, and the banks said 
they’d need the life insurance as addi- 
tional collateral. 

In 1961, the principal owner of a bur- 
geoning electronics firm was insured for 
$2 million (later increased, I under- 
stand, to $3 million). It will take at least 
that much to pay his estate taxes when 
he dies. 

In both instances, cash value life in- 
surance was purchased. In 1921, no one 
would have considered buying any other 
kind. In 1961, the three reasons I’ve list- 
ed determined the selection; the only tax 
consideration was the staggering size of 
the tax bill that will eventually have to 
be paid. 

A A A 

“Fortune” Describes Trust 

Services 


Trust services are discussed at some 
length by T. A. Wise in the November 
issue of Fortune. The article, entitled 
“How to Stay Rich,” cites the example 
of former president Eisenhower and 
secretary of the treasury Dillon in using 
irrevocable trusts for the duration of 
their respective terms of office and de- 
fines “trust,” “trust fund,” “trust com- 
panies” and “investment trusts.” The 
trust and agency- services of a trust 
department are explained, with exam- 
ples selected mainly from New York 
and Boston banks and the Common 
Trust Fund is described, as well as the 
“foreign accumulation trust.” Invest- 
ment policies are discussed with special 
attention to the Prudent Man Rule. 

The author also comments on invest- 
ment counselors and mutual funds. 
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Florida, with its warm climate, relaxed way of life and 
favorable tax laws, is attracting more “senior citizens” 
daily. Our Commercial and Trust Departments are 
always happy to assist new residents whenever possible. 
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ITH THE VAST MAJORITY OF STATE 

legislatures having met in 1961 
and with most of them now having ad- 
journed it is possible to take a look at 
the progress made during this year to- 
ward the further enactment of various 
uniform and model statutes. When the 
Trust Division of the American Bank- 
ers Association published its loose leaf 
book entitled “Trust and Estate Legis- 
lation” last winter it was understood 
that the original volume would be sup- 
plemented every two years after the 
biennial sessions of the large number of 
legislatures which usually meet only in 
odd numbered years. As it will take 
some little time for the Trust Division’s 
volume to be brought down to date with 
complete accuracy, it seems desirable to 
note here the 1961 enactments in this 
field. 

The following compilation is based 
largely on the reports which have been 
published in this magazine beginning 
with last May’s issue but wherever pos- 
sible a citation to the Code or Session 
Laws of a state is given. In the case of 
some states it is still necessary to make 
reference to the Senate or House bill 
number. The abbreviation Ch. refers to 
chapters of the Laws of 1961 unless 
specifically related to a code. 

Prudent Man Investment Rule. It is 
by now generally known that Pennsyl- 
vania relaxed its trust investment stat- 
ute in 1961. Strictly speaking it did not 
adopt the “full” prudent man rule as 
many people seem to think. It did adopt 
the rule as to corporate bonds and 
stocks. The basic principle of the Penn- 
sylvania Fiduciaries Investment Act of 
1949 is that all trustees must invest with 
due care and prudence in the types of 
investments authorized by the act. How- 
ever, the act limited the exercise of such 
discretion among securities which met 
certain standards. Section 6 laid down 
standards as to the kinds of corporate 
bonds that could be acquired by a trus- 
tee and Section 9 had similar restrictions 
as to stocks plus a limitation that not 
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more than two-thirds of the value of a 
trust could be invested in stocks. The 
new legislation (S.B.469) amends Sec- 
tions 6 and 9 by removing all these 
restrictions, including the 331,% limita- 
tion so that, as far as corporate bonds 
and stocks are concerned, the full pru- 
dent man rule is applicable. For prac- 
tical purposes this gives ample discre- 
tion to most trustees even though as to 
other types of securities the prior re- 
strictions have not been changed. 

New Hampshire adopted the prudent 
man rule by repealing paragraph IV of 
R.S.A. 564:18 and enacting a new para- 
graph IV which eliminates the prior re- 
striction that no more than 50% of a 
trust could be invested in stocks and by 
specifically authorizing trustees to in- 
vest in the shares of mutual funds. Kan- 
sas, which has had the prudent man 
rule since 1949 except as to guardians, 
has now authorized guardians to ac- 
quire stocks with the approval of the 
court. Ch. 124, amending Kan. Gen. 
Stats. 17-5004. 

Simplification of Fiduciary Transfers 
of Securities. 38 states now have either 
the Uniform Act or the model act with 
the enactment of the Uniform Act in 
1961 by the following states: 


Alabama -...........Act 1016. 

Arizona __. _...Ch. 88. 
Wiorida:.__...._ ... ... Ch. 61-201. 

indiana. _____. Ch. 124. 

Kansas _.....___ Ch;. 128. 

Minnesota - Ch. 462, M.S.A. 520.03. 
Nebraska ______. Ch. 107. 


North Dakota Code Ch. 10-18.1. 
South Dakota ____Ch. 22. 
 —_——__o Se 

Washington Ch. 150. 

West Virginia __ Code Ch. 31, Art. 4-d. 


Appoiniment of Nominee. Of the six 
states which had no provision for nomi- 
nee registration of securities when the 
Trust Division book was compiled, three 
have now joined the ranks, having 
adopted statutes substantially identical 
to the form of act recommended by the 
Trust Division. These states are Arizona 


(Ch. 87), Georgia (Ch. 286), and Mis- 


UNIFORM LAWS ENACTED IN 1961 





souri (V.A.M.S. 363.285). In addition 
Nevada, which previously had permitted 
nominees for banks acting as trustees 
only, has now extended this privilege 
where they act as executors and admin- 
istrators (Ch. 286, adding a section to 
NRS Ch. 143). Nevade has also removed 
from NRS 163.090 the requirement that 
trustees had to keep nominee registered 
securities endorsed. 


Reciprocity. Texas has joined the 
ranks of those states which are willing 
to permit out of state banks to act as 
fiduciaries provided the state of domicile 
of the “foreign” bank would allow a 
Texas bank to qualify there. The Texas 
act is very much along the lines of the 
model prepared by the Committee on 
Fiduciary Legislation of the Trust Divi- 
sion. Texas Probate Code Section 105a. 

Pour Overs. \t will be recalled that the 
Trust Division recommended a model 
act in 1959 on the subject of “pour 
overs” from a will to a living trust. The 
following year the Commissioners on 
Uniform State Laws proposed a similar 
act which is now known as the Uniform 
Testamentary Additions to Trusts Act. 
During 1961 ten states adopted the Uni- 
form Act whereas Alabama enacted the 
model act. The citations are: 


Alabama ___...._____Act 1012. 
Avizena _......._..___Ch. 62. 
Connecticut —.___. Conn. Gen. Stats. 
45-173. 
Ere FSA §736.17. 


New Hampshire _R.S.A. 563a:1 to3 
North Dakota ____. Code Ch. 56-07. 


Oklahoma —.___ H.B. 544 
South Carolina Act 163. 
Tennessee __........Ch. 303. 
Vermont _...__. Act 208. 


West Virginia ___ Code Ch. 41, Art. 3, 


§§8 through 11. 


Principal and Income Act. No state 
which had not previously enacted the 
Uniform Act did so in 1961 but several 
amended their statutes in ways which 
should be of great interest everywhere. 
Both Colorado (C.R.S. 57-4) and Wis 
consin (Wis. Stats. 231.40(3a) ) adopt 


ed the substance of the amendment pro 
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posed ly the Commissioners in 1958 re- 


lating {o “probate income” which, in a 
slight; different form, will presumably 
be Seciion 6 cf the revised uniform act 


now in the course of drafting. Illinois 
has rather jumped the gun on the Com- 
missioners by adopting the substance of 
Section 10 of the proposed revised act, 
dealing with natural resources (Ill. Rev. 
Stats. Ch. 30, Sec. 168) and also sec- 
tion 7 which among other things pro- 
vides that stocks of a company other 
than the distributing corporation which 
are distributed by virtue of a court order 
requiring their divestiture shall be allo- 
cated to principal. (Ill. Rev. Stats. Ch. 
30, Sec. 164). Thus Illinois is ready for 
the situation which is going to arise 
when the DuPont Company distributes 
its General Motors stock. 

The other very interesting develop- 
ment in this field is the enactment by 
Florida (Ch. 61-72) of an amendment 
which would require that capital gains 
distributions received from mutual 
funds be allocated to the principal of a 
trust. This is exactly in line with what 
the writer has been arguing for in this 
column for many months past. 

Gifts to Minors. All the states had by 
1959 adopted either the Uniform Gifts 
to Minors Act or the previously pro- 


posed model act. In 1961 five states 
which had adopted the model act re- 
pealed it and substituted the Uniform 
Act. They are: 


Colorado C.R.S. 125-9-1 to 125-9-10. 
Connecticut Conn. Gen. Stats. 45-107. 
Ohio —______.___R.C. 1839.31 to 1339.39. 
Rhode Island_G.L. 1956 18-7. 

So. Carolina —Act 330. 


Supervision of Trustees for Charitable 
Purposes. Until this year only California 
had adopted this recently proposed Uni- 
form Act. Two other states have now 
adopted it substantially. They are TIlli- 
nois (Ill. Rev. Stats. Ch. 14, Sec. 51-64) 
and Michigan (MSA 26.1200(1)_ to 
(16)). 

Estate Tax Apportionment. This rela- 
tively new uniform act was not adopted 
in any state in 1961 but Minnesota ac- 
cepted the principal of apportionment in 
an enactment to the same purpose. 
M.S.A. 525.521. 

Common Trust Funds. lowa has be- 
come the last of the states other than 
Alaska to authorize common trust funds, 
having adopted the Uniform Common 
Trust Fund Act with minor variations. 
S.B. 292. Georgia, evidently looking 
forward hopefully to action by the 
Board of Governors of the Federal Re- 
serve System which would increase to 





some extent the present $100,000 limita- 
tion on the amount that any one trust 
may invest in a common trust fund, has 
authorized an investment by any trust 
of up to $300,000 Act 237. 

This compilation may have omitted 
some enactments during the year but 
contains all which have been brought 
to the writer’s attention. It may perhaps 
be helpful in the planning of trustmen in 
the various states in anticipation of the 
next sessions of their legislatures. At 
any rate, the list is a heartening example 
of the ever increasing trend to uniform- 
ity of legislation in our complex field. 


NEW YORK EMPLOYEE 
BENEFIT TRUST SCHOOL 


There was insufficient space in last 
month’s report cf the proceedings of 
the Fifteenth Annual Conference of the 
Trust Division of the New York State 
Bankers Association to do more than 
mention the fact that the Division plans 
to establish a school devoted entirely to 
employee benefit trusts and their prob- 
lems. But since this will be the first such 
school in the country a more extended 
discussion of how the idea arose and 
how it is proposed to carry it out would 
seem to be in order. 

From the outset it has been evident 
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that the bulk of the business of adminis- 
tering pension trusts, profit sharing 
trusts and other employee benefit trusts 
has been going to the large metropolitan 
banks. The chief reason for this has 
been that the first such trusts were es- 
tablished by national companies whose 
banking connections were in the large 
cities. Thus the metropolitan banks nat- 
urally received this business and had to 
learn how to handle these types of trusts. 
Having acquired the know-how, they 
were then also in a position to be of 
service to smaller companies as_ the 
use of employee benefit trusts spread. 

The trust companies in the smaller 
communities found it hard to compete 
with the big banks who could provide 
not only their knowledge in the field 
but also the availability of large organ- 
izations of personnel. However, there is 
no inherent reason why the smaller 
banks should not acquire the necessary 
know-how so that they can be of service 
to local corporations who are beginning 
to see the need of pension and other 
benefit plans and who would prefer to 
have such plans administered locally if 
possible. 

This was the thinking behind the de- 
cision to establish the New York school. 
Obviously the principal instruction will 
have to be furnished by senior officers 
in the employee trust divisions of the 
New York City banks and by attorneys 
from the metropolitan area. This the 
New York City banks and attorneys are 
willing to provide because in their view 
it is desirable that if the employee bene- 
fit trusts of local businesses are to be 
administered locally it ought to be done 
by personnel having as much knowledge 
and background of the subject as pos- 
sible. It would be most unfortunate to 
the employee benefit trust business as a 
whole if some serious errors were to be 
made in the handling of such trusts by 
smaller banks due entirely to lack of 
knowledge of how to proceed. 

As projected, the school would last 
from Monday morning through Friday 
noon and would consist of approximate- 


ly 30 hours of instruction. Three hours ° 


would be allotted to the subject of busi- 
ness development. Plans and planning 
would be covered in nine hours includ- 
ing basic types and their uses; legal as- 
pects; business aspects; actuarial as- 
pects; and funding methods. Another 
nine hours would be devoted to the ad- 
ministration of employee benefit trusts. 
covering the sub-topics of form of trust 
agreement; establishment of trust and 


‘day to day administration; accounting 


and discharge; and methods and opera- 





tions. About 814 hours would be taken 
up with various phases of the invest. 
ment problems running from a discus. 
sion of permitted and prohibited invest. 
ments through all the usual types of 
suitable investments down to more un- 
usual types such as private placements, 
foreign securities and the like. There 
would be a final summation before the 
close of the school. 

It is planned to conduct the school 
at the Treadway Motor Inn, Johnstown, 
N. Y., from April 2 to 6, 1962. At this 
writing the complement of 30 students is 
reasonably probably all of 
whom will come from New York State. 
Whether men from other states will be 
admitted this year or in the future will 
depend on the demand and, if there is 
such a demand. whether there will be 
room for out of staters. 

A school concentrating solely on the 


assured. 


problems of employee benefit trusts is 
such an innovation that there are un- 
doubtedly some who are doubtful that 
it can be a success. However, with the 
enrollment fully met and a fine faculty 
the school will certainly get off to a 
good start. Obviously such a specialized 
school could be contemplated only by 
the Trust Division of a large state but 
the New York example may provide an 
impetus to similar schools elsewhere. 
A A A 
Coupon Bond Problems 


With space and clerical help a grow- 
ing problem, the Committee on Trust 
Investments of the Trust Division, Amer- 
ican Bankers Association, has prepared 
a memorandum which suggests meas- 
ures designed to reduce the physical task 
of handling $1,000 coupon bonds and 
their semi-annual coupon clipping. By 
making registered bonds a good deliv- 
ery in security markets and combining 
holdings so far as possible, especially 
where a bank uses a nominee style, a few 
certificates might take the place of draw- 
ers filled with bearer bonds, also permit- 
ting inclusion of the interest collecting 
process in electronic equipment pro- 
grams now increasingly employed. 

It is the Committee’s opinion that cor- 
porate and government bonds lend them- 
selves more readily to conversion to the 
registered’style than do municipal bonds 
issued in relatively small totals and vary- 
ing maturities. However, $5,000 denom- 
inations might well prove the solution 
for larger municipal borrowers. The 
principal requirement for success of the 
simplification program overall will lie in 
large part in convincing underwriters, 
dealers and investors that the new meth- 
od offers advantages over the old. 
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Ss A TRUST OFFICER, ONE'S FIRST IM- 

pression would doubtless be that the 
choice between a charitable corporation 
and a charitable trust is easy. The char- 
itable trust is the device to use when the 
customer talks about setting up a char- 
itable foundation. What business has a 
trust officer concerning himself with 
charitable corporations? 

The term “charitable” is here intend- 
ed to include all of those organizations 
referred to as falling within the pro- 
visions of Section 501(c) (3) of the In- 
ternal Revenue Code. Thus we include 
not only those organizations that pro- 
vide aid to the poor but all religious, 
educational and scientific organizations 
not operated for profit. We may even in- 
clude organizations charged with the ad- 
ministration of “benevolences,” a term 
which has presented difficulties in this 
field from the time of the famous case 
of Morice v. Bishop of Durham in Eng- 
land in 1805. We are not referring to 
those organizations more broadly spoken 
of as “exempt organizations” under the 
provisions of Section 501 of the Internal 
Revenue Code which involve member- 
ship and participation by large numbers 
of individuals; for example, social clubs, 
athletic clubs, church congregations, 
business leagues, fraternal orders, etc. 
More particularly we are probably con- 
cerned with what the bank customer will 
be thinking of as a private foundation. 


Use Existing Organization 


Our first responsibility is that of at- 
tempting to determine precisely what the 
creator of the charity seeks to do, to 
determine whether he has considered all 
alternatives and contingencies that might 
arise in the future, including the ques- 
tion of whether existing charitable or- 
ganizations may be able to serve his pur- 
poses. Over the past fifteen years we 
have seen a tremendous growth in the 
number of private foundations, and as 
one who has been active in the work of 
Private foundations for almost that en- 
lire period of time, I have the feeling 


tentesecemines 
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that far too often non-charitable motives 
have outweighed charitable motives in 
the creation of those foundations. The 
consequence has been an ever increasing 
proliferation of statutory material re- 
stricting the scope and flexibility of oper- 
ation of those foundations, a backlog of 
better than 12,000 requests for deter- 
mination of exempt status in the Internal 
Revenue Service and the creation of un- 
told operating difficulties that were 
never anticipated by the creators of the 
private foundations. 


It is my firm belief that the soundest 
advice to give a prospective charitable 
donor is that he should exhaust the op- 
portunities available to give to existing 
charitable organizations that have a 
large endowment, assets or plant, a per- 
manent staff and years of operating ex- 
perience behind them. If he is unwilling 
to accept that advice, or if an organiza- 
tion cannot be found which will serve 
his purposes (a rare situation indeed) 
only then should you advise the cus- 
tomer to establish a charitable corpora- 
tion or a charitable trust. 


Check List for Choice 


The creator’s purpose, the statutory 
law and the case law of the jurisdiction 
in which the creator is domiciled, and 
in which the organization is to operate, 
will pretty well dictate the choice. The 
remainder of this paper is really little 
more than a check list or schedule of 
strengths and weaknesses of the respec- 
tive devices as they might apply to the 
particular customer’s situation. 

The questions you might ask the cus- 
tomer would fall into four categories: 
(1) What does the creator want to do, 
(2) Over what period of time is the or- 
ganization to operate, (3) What opera- 
tional problems can be foreseen, and 
(4) What tax consequences may arise 
from the organization and operation of 
the charity? 

Such things as volume of existing law 
available in your particular jurisdiction 
with respect to charitable corporations 
and trusts may have a considerable bear- 
ing on your decision from the outset. 
For example, in some jurisdictions there 
are explicit statutory provisions dealing 





Deans and professors of law schools who were guest delegates at the Mid-Continent Trust 


Conference of The American Bankers Association’s Trust Division in Dallas, Nov. 9-10: 
Seated, left to right — Professor William Oliver, Indiana; Professor Leonard Oppenheim, 
Tulane; Dean A. E. Papale, Loyola (New Orleans) ; Professor Melvin C. Poland, Washburn. 

Standing — Dean Ben F. Small, Indiana; Professor William R. Scott, University of 
Kansas; Professor Keith E. Morrison, University of Texas; Dean Paul M. Hebert, Louisiana 
State; Dean J. W. Riehm, Southern Methodist, who addressed the Conference; Dean Edgar 


I. King, Western Reserve. 


Also attnding but not present in picture: Dean K. D. Stalland, Valparaiso; Professor 
Willis M. Tate, president, Southern Methodist; Professor James N. Castleberry, Jr., St. Mary’s 
(San Antonio) ; Dr. Abner McCall, President, Baylor. 
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with charitable corporations, i.e., the 
new model Non-Profit Corporation Act, 
and perhaps a dearth of case law and/or 
a complete absence of statutory mate- 
rials relating to charitable trusts. In an- 
other jurisdiction the converse may be 
true. Under such circumstances, if it ap- 
pears that the creator’s purpose may be 
one that will create a number of compli- 
cated legal problems, you may find it 
more advisable to adopt the form about 
which there is explicit statutory material 
or case law in order that you will have a 
concrete basis on which to resolve ques- 
tions that will be raised incident to for- 
mation or operation of the organization. 

When we raise the question of what 
the creator wants to do we are thinking 
of this kind of question: Do the statutes 
covering the creation of non-profit cor- 
porations in the jurisdiction perhaps 
prohibit the formation of a corporation 
to engage in the very type activity the 
creator envisions? Or alternatively, what 
might be the situation under trust stat- 
utes or the common law trust rules in 
the jurisdiction? Does the creator per- 
haps propose to provide for class gifts 
or “benevolences” that are prohibited by 
case law? In other words, under the law 
which form will best effect the creator’s 
intention ? 
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(founded 1744) 
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FINE ART AUCTIONEERS 


in the world. 


sales during our 217th season totalled 


$23,634,130 


Commission 
for all works of art and paintings — 10% 
books, manuscripts and prints — 15% 


Sotheby’s are experienced in the disposal 
of important properties from American in- 
stitutions and private collectors and in the 
special problems confronting Executors and 
Trustees. 


Their representatives are ready to visit all 
parts of the United States to advise Trust 
Officers and owners of important property. 


AMERICAN REPRESENTATIVES 


SOTHEBY’S OF LONDON LTD. 
717 Fifth Avenue, New York 22 
Telephone: PLaza 8-2891 
Telegrams: Abinitio, Telex, New York 


SOTHEBY & CO. 
34/35 New Bond Street, London W.1. 








Time Element 


When we turn to the period of time 
over which the charity is to operate, 
consideration must be given to the ques- 
tion of whether a non-profit corporation 
may have perpetual life in the jurisdic- 
tion, or whether it can exist only for a 
term of years. We must determine wheth- 
er under the non-profit corporation laws 
of the state it is difficult to renew the 
charter. Some states actually set fixed 
limits on the life of non-profit corpora- 
tions and require that they divest them- 
selves of their property at the end of the 
term. On the other hand, all states now 
recognize that the rule against perpetui- 
ties is not applicable to transfers to char- 
itable trusts. 

In the same vein, we may be con- 
cerned with the alternatives confronting 
us if it becomes necessary to change the 
scope of operation of the charity after 
the passage of time as the result of new 
developments. For example, a charitable 
organization created for the purpose of 
dealing with the problems of polio finds 
itself confronted with the need to en- 
large or modify its operations on discov- 
ery of the Salk vaccine. Do the statutes 
applicable to charitable corporations 
permit amendments — with ease — or 
only with difficulty? Does the state 
through statutory or case law apply the 
doctrine of cy pres to permit modifica- 
tion of a charity created by a trust in- 
strument? 


Operational Questions 


Turning to operational problems, we 
encounter the same kind of questions. 
What kind of assets may the organiza- 
tion hold? Will the organization hold 
title to land or to stocks and bonds? If 
so, does the law of the state make it 
easier to transfer title when title is held 
by a trust or when it is held by a cor- 
poration? What about the possibility 
that the organization may be handling 
assets that are inherently dangerous? 
The doctrine of non-liability for tort by 
charitable organizations is presently un- 
dergoing revision in a number of states 
and thus the question of ability to limit 
liability by use of the corporate device 
may be of importance. 

An interesting question arises with re- 
spect to ability to delegate duties and 
responsibility. The ability of a trustee 
to delegate responsibility is seriously 
limited, yet the law in some jurisdictions 
indicates that when a charitable corpora- 
tion is created the individual who trans- 
fers assets to that corporation has made 
a gift, and that on the matter of delega- 
tion of duty general rules of corporate 
law apply. Thus, depending upon the 


kind of operation contemplated, this fac. 
tor might be an important consideration 
in deciding which device to use, The 
same things might be said with respect 
to the question of continuity of direc. 
tors and management. It may be easy or 
difficult to provide for successor trustees 
or successors to the board and officers of 
a corporation under the laws of the par- 
ticular jurisdiction. 

The problem of accountability is also 
difficult. Normally the trustee is account. 
able to the grantor and the beneficiaries 
of a trust. In the charitable field, since 
the public is the beneficiary, the attorney 
general of the state is usually empowered 
to act for the public. In the case of a 
non-profit corporation, if it be organ. 
ized under one of the new acts based on 
the Illinois model as would be the case 
in Texas, the secretary of state is given 
express power to require that certain re- 
ports be made, and the attorney general 
is also given certain express powers of 
investigation. Whether the creator pre- 
fers to have certainty with respect to 
reporting to officials or indifference of 
accountability may determine whether 
the trust or the corporation is the device 
to be used. Accountability to the creator 
of the organization is provided by the 
doctrine of “visitorial power” and ap- 
pears to be equally applicable to charit- 
able corporations and charitable trusts. 
The power is both inheritable and deleg- 
able and may accrue to third parties who 
make contributions to the organization 
subsequent to its creation. 


Management Responsibility 


Yet another point is the question of 
relative responsibility of corporate off- 
cers and trustees for the handling of the 
affairs of the organization. In many jur- 
isdictions an officer of a corporation may 
not be liable for bad business judgment, 
whereas a trustee exercising the same 
judgment in that jurisdiction might be 
liable for surcharge on the ground that 
he had breached his fiduciary obliga- 
tion. 

In certain cases the activities of the 
charity might well be merged into the 
activities of another charitable organiza- 
tion. Under the laws of your jurisdiction 
is it possible to merge charities, or to 
dissolve.them and distribute their assets 
to other charities? While at first blush 
an examination of the model Non-Profit 
Corporation Act may appear to contain 
much excess verbiage by the inclusions 
of the sections from the model Business 
Corporation Act relating to amend- 
ments, consolidations, mergers, dissolu- 
tions and qualifications of foreign cor 
porations to do business in the state, the 
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presence of such specific language pro- 
vides a clear cut procedure for such 
things as mergers, and answers many 
perplexing questions that must remain 
unanswered when the organization is or- 
iginal') set up as a trust. 


Some Tax Consequences 


One or two things should be men- 
tioned about taxes. Certainly, so far as 
the creator is concerned it makes no dif- 
ference income, estate or gift tax wise 
if the organization meets the require- 
ments of Section 501(c) (3). However, 
so far as the organization is concerned, 
if it should have unrelated business in- 
come under Section 511 and following, 
that income will be subject to taxation 
at corporate or individual rates depend- 
ing on whether the organization was 
formed as a corporation or as a trust. 
This could, of course, be a matter of 
some importance if very large amounts 
of unrelated business income were re- 
ceived because a trust might find itself 
in a bracket considerably higher than 
the overall 52% corporate tax rate un- 
less it could meet the requirements of 
Section 642(c) to obtain an unlimited 
charitable deduction. 

It is also possible that under the tax 
laws of some states particular advan- 
tages or disadvantages may accrue de- 
pending upon whether the foundation 
is organized as a corporation or trust. 


In Summary 


It should be obvious that in most 
cases probably no one of the questions 
raised above will prompt the creator to 
choose one form of organization over 
the other, but cumulatively the answer to 
a number of the questions may make it 
clear that one form of organization is to 
be preferred over the other. This certain- 
ly does not mean that your advice has 
deprived the trust department of valu- 
able business because the corporate 
form appears to be more suitable to the 
particular customer’s needs, for arrange- 
ments must often be made to have offi- 
cers of the bank serve on the board and 
as officers of a non-profit corporation, 
and the non-profit corporation might 
very well wish to use the facilities of a 
trust department for the handling of its 
investment portfolio under an agency 
arrangement, etc. etc. 

There is need for making a sound de- 
cision as to the type of organization to 
be used at the outset. A number of cases 
have held that when a switch from one 
form of organization to the other has 
been attempted, the individuals . re- 
sponsible would be held to the standard 
of conduct of the form first adopted. 
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For example, if the creator of the charit- 
able organization starts out by creating 
a trust and after a period of time the 
trustees concluded they should be oper- 
ating in a corporate form, they may en- 
counter difficulties if they create a char- 
itable corporation and transfer the trust 
corpus to it, for it has been held that the 
corporation cannot have powers greater 
than the trust from which it sprang. 
Thus, attempts to escape limitations on 
investments, application of the cy pres 
doctrine, limitations on delegation of re- 
sponsibilities, etc. may come to naught. 

Great skill is required in an attempt 
to anticipate problems and make the 
right choice. I hope the questions out- 
lined above will aid you in making the 
right choice when you next advise the 
man who wishes to create a charitable 
organization. 


A A A 


Unique Trust Sets Up 
100-Year Fund 


Nine charitable and educational insti- 
tutions will receive benefits a hundred 
years from now under the terms of a 
unique trust agreement established at 
Detroit Bank and Trust Co. 


The late Edward E. MacCrone, De- 
troit investment specialist, created a 
trust fund prior to his recent death to 
consist of a substantial portion of his 
estate. The principal amount of the 
trust, together with all of its earnings, 
is to be accumulated and continuously 
reinvested by Detroit Bank and Trust as 
trustee for a period of a hundred years. 


At the end of the period, the total 
amount accumulated in the fund is to 
be divided into ten equal parts and dis- 
tributed to nine educational, cultural, 
and charitable institutions, which have 
been notified of their hundred-years- 
from-now gift. 


In a covering letter to the trustee, Mr. 
MacCrone pointed out that if the money 
left by his will is continually invested 
in the substantial concerns of this coun- 
try, the money should multiply 500 times 
by the end of one hundred years. “The 
possibiliites inherent in such a_pro- 
gram,” Mr. MacCrone wrote, “place a 
solemn duty upon the trust officers to 
well and wisely administer this fund and 
thereby make their own important con- 
tribution to . . . all mankind. 

Mr. MacCrone, an investment expert 
himself, gave Detroit Bank and Trust 
virtually complete control over the in- 
vestment of the principal fund and its 
accumulation of profits. B. James Theo- 
doroff, vice president, who was designa- 


ted by the bank to administer the trust, 
pointed out that by giving the bank such 
complete control of the funds, most of 
the problems encountered by Benjamin 
Franklin’s executors under a similar sit- 
uation were eliminated. Franklin’s fa- 
mous will left 1,000 pounds ($5,000 in 
1789) to the cities of Boston and Phil- 
adelphia to be loaned out continuously 
for a period of one hundred years and 
then a portion was to be re-invested for 
a second hundred-year period. Frank- 
lin’s will specifically limited the funds 
to loans at set rates and provided how 
the loans should be repaid and _ re- 
loaned. Boston’s $5,000 had grown to 
$391,000 by the end of the first hun- 
dred years. The portion re-invested in 
1891 is expected to grow to about four 
million dollars by 1991. 


In the closing paragraph of Mr. Mac- 


Crone’s trust document he wrote: 


“One of the purposes of this proced- 
ure is to illustrate to all concerned the 
far-reaching benefits of compound inter- 
est and to serve to demonstrate its na- 
ture as a fundamental fact of our eco- 
nomic life. It is hoped that the value of 
the compounding principle may be seen 
to apply to every other asset whether 
personal, cultural or spiritual.” 
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WON'T YOU 
SUGGEST 


A WILL OR 
BEQUEST? 





Trust Officers and Advisors 
often suggest a Will or 
Bequest in favor of Braille 
Institute of America. This 
non-profit, non-sectarian in- 
stitution provides free educa- 
tional, social and economic 
services to the blind. The 
cooperation of bankers is a 
major source of help for this 
catastrophic handicap. Your 
inquiries are invited. 


Incorporated in 1929 











BRAILLE INSTITUTE 
of America, Inc. 


741 N. Vermont Ave., 
Los Angeles 29, California 
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What “hed Wicers Should Expect “eee 
THe TRUST EXAMINER 


WILLIAM MATTHEWS 


Assistant to the Board of Directors and Chairman, Subcommittee for Trust Departments, 
Federal Deposit Insurance Corporation, Washington, D. C. 


T SEEMS ADVISABLE TO OUTLINE BRIEF- 

ly the framework within which both 
the trust officer and the trust examiner 
work, to differentiate among the super- 
visory agencies, and to summarize 
briefly the status of trust business in 
the United States at this time. 


I. The Supervisory Agencies 


The supervisory agencies are the state 
banking authorities in the 50 states, the 
Comptroller of the Currency, the Federal 
Reserve System through its 12 banks, 
and the Federal Deposit Insurance Cor- 
poration. 

The fundamental difference among 
the agencies is in their chartering pow- 
ers. The state banking authorities char- 
ter state banks. The Comptroller of the 
Currency charters national banks. The 
Federal Reserve System has no charter- 
ing powers except to grant trust powers 
to national banks. 

The Federal Deposit Insurance Cor- 
poration has no chartering powers what- 
ever. It is an insurer of bank deposits. 
State nonmember insured banks desiring 
to establish a trust department, after ob- 
taining the necessary permission from 
the state banking authority, are required 
to obtain the consent of the Federal De- 
posit Insurance Corporation to exercise 
the trust powers granted by the state for 
the reason that the exercise of trust 
powers is a change in the general char- 
acter or type of business and could 
affect the insurance risk. 

Federal Deposit Insurance Corpora- 
tion can, of course, examine national 
and Federal Reserve member banks, 
though it very rarely does so. 

One point that often gives rise to 
questions in the minds of trustmen and 
bankers is this: Other than the unin- 
vested trust funds, which are covered in 
the examination of the commercial de- 
partment of the same or another bank, 
the Federal Deposit Insurance Corpora- 
tion does not directly insure the fiduci- 
ary operations of its members. Why, 


From address before 30th Mid-Continent Trust 


Conference, Dallas, Nov. 9, 1961. 
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then, is it interested in these activities 
that it does not insure? Carried to the 
final analysis, the answer becomes clear 
and obvious. Any losses taken in the 
administration of a trust department 
must come from the capital funds of the 
particular banks — which results, dur- 
ing operation, in weakening the Corpo- 
ration’s first line of defense in those 
banks, their capital accounts. In the 
liquidation of banks, however, when ac- 
countings and settlements must be filed 
and the trusts transferred, such losses 
develop to a greater extent and create 
more severe problems. We have learned 
from experience that such losses can be 
substantial, and at this stage in the 
game they act to reduce the Corpora- 
tion’s recovery on its outlay in the pay- 
off of insured deposits. This means that, 
indirectly, the Federal Deposit Insurance 
Corporation does insure the trust opera- 
tions of its members. 


II. Turning Point in the History of 
Trust Department Supervision 


All who have written about the history 
of the supervision of trust departments 
emphasize that prior to 1933 the exam- 
inations were casual — and that is a 
charitable statement. 

In those days the examination of the 
trust departments generally consisted of 
reconcilement of cash-ledger accounts 
with the bank balance and a check of 
securities shown by the records with 
those in the vault. No attention was 
given to the manner in which the duties 
of the fiduciary were performed. 


The reason supervision prior to 1933- 


was casual and inadequate was _ that 
neither the supervisory agencies nor 
bank management knew very much 
about the functions of trust departments. 

When 1933 and the banking holiday 
rolled around, the need of closer super- 
vision of banks, including their trust 
departments, became obvious, and the 
supervisory agencies began to develop 
better examination techniques for trust 
departments; began working more close- 
ly together, coordinating their examina- 


tion efforts, simplifying and standard. 
izing examination reports, and training 
— on the job and in various classes and 
courses — the trust department examin- 
ing personnel. 


Ill. Trust Business as of 
December 31, 1960 


Based on figures as of December 31, 
1960, there were approximately 13,461 
insured banks in the United States. Of 
these 4,524 are national banks, 1,615 
are state bank members of the Federal 
Reserve System, and 6,997 are state 
banks not members of the Federal Re- 
serve System. Approximately 325 are 
mutual savings banks, 

Of our total number of insured banks, 
a little better than 23% or about 3,150 
are operating trust departments. There 
are approximately 1,475 trust depart- 
ments in national banks; approximately 
987 in state member banks; approxi- 
mately 1,087 in state nonmember banks, 
and 5 in mutual savings banks. Several 
hundred banks have trust powers but 
are not exercising them. 

Approximately 32% of the national 
banks and 36% of the state member 
banks, but only 14% of state nonmen- 
ber banks have trust departments. 

Of the 3,150 trust departments in 
insured banks, about 2,500, or nearly 
80%, have trust assets at carrying values 
of less than $5-million. Of the nonmem- 
ber state banks, more than 90%, or in 
excess of 900 of the trust departments. 
have trust assets of less than $5-million. 

In the first 25 years of its existence, 
the Federal Deposit Insurance Corpora- 
tion had given its consent to 170 non- 
member banks to exercise the trust 
powers heretofore given them by their 
state banking authorities; 117 of these 
occurred during the 5-year period 1954- 
1958. From 1959, an average of some 
75 to 85 banks a year have been given 
trust powers. This includes national, 
Federal Reserve member banks, and 
nonmember banks. The rate of increasé 
does not seem to be slowing down. 

This very definitely shows the recent 
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trend to more trust departments; and, of 
course. these will be smaller trust de- 


~ partments. More and more banks seem 


to feel ‘hat they must offer their particu- 
lar communities complete banking serv- 
ice, and this of course includes trust 
service. It is these smaller trust depart- 
ments with which the Federal Deposit 
Insurance Corporation is more closely 
related: and it is our purpose through 
our examinations to render all assistance 
possible in order that the smaller com- 
may have competent 


munities trust 


services. 


IV. Primary Function of 
Supervisory Agencies 


Please bear in mind the difference be- 
tween an examination and an audit. 
Sometimes there will be an overlapping, 
but basically an examination evaluates 
while an audit verifies. 

The trust examiner seeks to evaluate 
the management of the trust department 
— the qualifications, experience, and 
education of the active trust officers — 
the trust committee, board of directors, 
and also the commercial management. 

The trust examiner will carefully read 
the minutes of the board of directors and 
various trust committees. This is for the 
purpose of determining the interest, the 

| atiention, and the supervision given by 
the directors to trust department affairs. 

In my opinion, the weakest spot in 
corporate fiduciaryship among the 
smaller trust departments is the failure 
of the board of directors to give suffici- 
ent time and attention and supervision 
to the trust department. This indiffer- 
ent attitude of the directors, which in 
a great many cases amounts to neglect, 
is an injustice to the beneficiaries in- 
volved and to the small communities in 
which the bank operates and prevents 
these communities from receiving com- 
petent trust services. 

Small banks insist that they need 

« 'tust powers. Among reasons given are 
“to render a complete banking service 
to this community,” “to hold their com- 
mercial business and to secure more 
commercial business,” “to meet compe- 
tition of neighboring banks.” Small 
communities are entitled to corporate 
trust service, but it should be the best 
service that can be obtained and ren- 
dered under all of the circumstances 
Prevailing. 

Trust examiners too frequently have 
had to criticize — and I think justly — 
this indifferent attitude of the directors 
toward their trust department. One of 
,the main points we stress in corporate 
fduciaryship is group judgment; and, 
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of course, if the directors or the trust 
committee are not doing their duty, 
then there is no group judgment. 

The trust examiner will investigate 
the methods and information furnished 
and acted upon in the review of the as- 
sets of each trust account at least once 
each year. The trust examiner will seek 
to ascertain whether the trust accounts 
are being handled in conformity with 
the instruments and the laws involved 
and whether the bank is in danger of 
being subject to surcharge by reason of 
any action it may have taken in this 
respect. 

He will point out whether or not ade- 
quate books and records including di- 
gests or synopsis sheets for each ac- 
count, tickler system, etc.. are being 
kept and whether proper safeguards in- 
cluding dual controls for trust assets and 
other internal controls exist. 

He will ascertain investment policies 
of a trust committee and point out in- 
vestments that indicate a conflict of in- 
terest or which create a concentration in 
a class of securities or industries or 
those investments which do not conform 
to the provisions of the instruments and 
laws involved. 

If the trust department is responsible 
for the bank’s own pension or profit- 
sharing fund and common trust fund, 
ihe trust examiner must make sure that 
these are operated not only in accord- 
ance with the terms and conditions of 
the agreements and the laws and regula- 
tions applicable but also in accordance 
with sound trust investment and opera- 
tional policy. 


He will check real estate for periodical 
inspection and proper insurance, and 
will see that co-fiduciaries and principals 
in agency accounts are on wrilten rec- 
ord as approving all actions. 

The trust examiner would like to know 
the wills on file with the trust depart- 
ment as well as inoperative insurance 
trusts and whether or not the bank is 
soliciting and advertising for trust busi- 
ness. These are facts that will help him 
appraise management and will help him 
ascertain whether or not the trust de- 
partment is being conducted aggressive- 
ly or merely for the convenience of cus- 
tomers or as a defensive measure. 

He will want to know about the trust 
department’s earnings; and, of course, 
very few of the smaller trust departments 
operate in the black whatever the in- 
tangible benefits to the bank may be. Is 
the cost of the operation of a trust de- 
partment too great a drain on the bank’s 
earnings otherwise? 

One of the big problems facing trust 
departments is the handling of sole 
proprietorships, partnerships, and local 
corporate interests in accounts. More 
and more of this type of asset is being 
found in accounts held by corporate 
fiduciaries, and these need constant su- 
pervision of the highest order. The trust 
examiner will want to know how your 
bank is meeting these challenging situa- 
tions. 

There is one matter that is giving and 
probably always will give concern to 
the trust examiner, and that is the situa- 
tion where the trust department holds 
its own bank stock, with which a con- 
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from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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flict of interest must of necessity exist. 
It might be helpful in connection with 
this problem for the trust department, 
through its trust committee, to take up 
with its board of directors the inherent 
danger in such a practice and the neces- 
sity for the instruments under which the 
trust department acts to be specific re- 
garding its right to hold such stock. Of 
course, the most obvious customers of 
the trust department are its directors 
and stockholders, and it is of utmost 
importance in soliciting accounts from 
these sources to point out clearly this 
situation and have the prospective cus- 
tomer recognize it and spell out definite- 
ly just what he wants done with his 
bank stock. 

The examination process is a two-way 
street. In order for the trust department 
to realize the greatest good from an 
examination, cooperation between the 
examiners and the personnel of the 
bank’s trust department is necessary. 
Don’t regard the examiners as _police- 
men. Their purpose is common with 
yours — a better trust department. 

It is not their purpose to usurp the 
functions of management, but through 
determining the condition of the depart- 
ment, to draw upon their experience and 
be of help and benefit. 

Please note that the examination re- 
port is the property of the supervisory 
agencies as stated on the face of the 
report itself. It belongs to the super- 
visory agency, is confidential, and is 
loaned to the bank and its directors 
only for their own information and use. 


V. The Supervisory Agencies Have 
A Duty Beyond Examining 


The trust examiner has garnered a 
great deal of experience and knowledge 
of trust department policies and opera- 
tional techniques through the examina- 
tion of various-sized trust departments 
in many localities, which can be invalu- 
able. You should realize that your bank 
is paying directly or indirectly for these 
examinations, and you should make 
every effort to get full benefit from them. 

It is with a view to helping and aiding 
the development of trust departments 
that the supervisory agencies are con- 
stantly trying to improve their examina- 
tion techniques and the training and 
educational programs for their examin- 
ers. 
In the early thirties the Federal Re- 
serve System, in cooperation with trust 
officers all over the country and com- 
mittees of trustmen through The Amer- 
ican Bankers Association, developed and 
formulated Regulation F, which, of 
course, is the basic operational guide of 
trust departments of national banks and, 
while not binding on member banks of 
the Federal Reserve System, has been 
almost unanimously adopted by these 
banks. 

The Federal Deposit Insurance Cor- 
poration, with the cooperation of state 
supervisory authorities and The Amer- 
ican Bankers Association’s Committee 
on Relations with Supervisory Authori- 
ties, in 1959 promulgated the Minimum 
Requirements for trust department oper- 
ations. 
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Two states, North Carolina and Ne. 
braska, have similar trust department 
operational guides in the form of regu- 
lations issued by state banking authori. 
ties. There are others, I am sure. 

The Minimum Requirements were de. 
signed primarily to aid the small trust 
departments of nonmember banks. They 
are, in effect, a restatement of proper 
and well accepted practices . . . the 
least that the trust department can do 
in the administration of trust accounts, 
It is also thought that they will not jn- 
crease costs to these small trust depart. 
ments, nor be of any great burden when 
carried out. 

It was hoped that the Minimum Re. 
quirements would stimulate more direc. 
tor interest and participation in trust 
affairs of the bank and that this would, 
in turn, stimulate more trust business, 

The question of trust department sta- 
tistics — whether or not they are needed, 
and whether or not they would prove of 
value to banks — is still unanswered, 
though committees of the Trust Division 
of The American Bankers Association, 
the supervisory agencies, and trustmen 
generally are continuing to give the 
matter study. The banks themselves will 
have to decide what they want. 

The lack of conformity in the classi- 
fication of trust accounts and in carrying 
value of trust assets on the books renders 
any statistics compiled from reports of 
examinations of little or no value. 

The recent national surveys of per- 
sonal trust accounts (including living 
trusts, testamentary trusts, guardian ac- 
counts, and funds of incompetents, but 
excluding estates, personal agencies, 
custody and safekeeping accounts, in- 
vestment advisory and managements, 
pension and profit-sharing trusts, corpo- 
rate trusts and agencies, unfunded in- 
surance trusts, and the insurance por- 
tion of funded insurance trusts) con- 
ducted by the Trust Division of The 
American Bankers Association for the 
years 1958, 1959, and 1960 were most 
interesting. They were conducted on a 
sampling plan in which more than 116 
selected banks participated. They show- 
ed the current value of the total trust 
assets in personal accounts as being $49- 
billion in 1958, $57-billion in 1959, and 
in 1960 $62-billion. 


VI. The Training of Bank 
Examiners 


Young trainee examiners are pul 
through a rigid schedule of on-the-job 
training. A written report is maintained 
by the examiner in charge of jobs; this 
written record goes along with him, s° 
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and how well he has done it are avail- 
able for study and for future assign- 
ments of the trainee. 

To date more than 2,800 courses in 
various schools have been completed by 
our ex:itniners. Approximately some 554 
of our examiners, or about 24 of them, 
hold 585 college degrees. We have 77 
graduates from The Stonier Graduate 
School of Banking; 79 from other grad- 
uate banking schools; 14 hold American 
Institute of Banking Graduate Certifi- 
cates; S6 hold Standard Certificates; 
and 192 hold Pre-Standard Certificates. 
To date. 309 have attended interagency 
school courses. 

Presently, 431 are enrolled in courses 
in the American Institute of Banking 
and 58 in graduate courses in 8 schools, 
including The National Trust School. 

We are proud of the fact that one of 
our examiners, Charles A. Sarahan, re- 
ceived the Harold Stonier Award for 
Excellence in 1960. 

Members of the staffs of the various 
supervisory agencies have been instruc- 
tors in the interagency school, the Amer- 
ican Institute of Banking, The Stonier 
Graduate School of Banking, and other 
trust and banking schools. Many of them 
have also appeared on programs of trust 
conferences all over the country. 

The training program for trust ex- 
aminers is being constantly studied with 
a view to improvement and we believe 
that our program will compare favor- 
ably with that of any of the banks we 
examine. Incidentally the training for 
our examiners costs about $100,000 a 
year. This, of course, includes salaries, 
transportation and expenses while at- 
tending the various schools, in addition 
to tuition charges. 


VII. Alumni of Supervisory 
Agencies in Banks 


The rosters of officers and employees 
of banks all over the country contain the 
names of alumni from the supervisory 
agencies; and although it is costly to 
train and develop capable examiners and 
discouraging to lose them, we feel that 
this is just another service that the 
supervisory agencies render banks and 
hope that it will mean better banks and 
better banking practices in both trust 
and commercial departments. 


VIII. Other Agencies Helpful to 
the Supervisor 


There are a large number of outside 
associations and organizations helpful to 
the supervisor and to trust departments. 
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First, there are the trust divisions of 
the various state banking associations. 
Of recent years they have been particu- 
larly active and have proved beneficial 
to the trust departments in their own 
states. A large number of these associa- 
tions are sponsoring trust courses for 
training of trust department personnel 
and personnel of the supervisory agen- 
cies as well. Many of them hold annual 
conventions, and their programs, geared 
to the particular needs of the trust de- 
partments in their states, are well at- 
tended and most helpful. 


The state banking authorities are most 
cooperative in this work and welcome 
the opportunity to aid trust departments. 


In many of the states there are fidu- 
ciary organizations, either through 
clearing houses or simply fiduciary or- 
ganizations of the trust departments 
themselves. These organizations sponsor 
the cooperation with insurance under- 
writers, attorneys, and accountants; the 
cooperation and goodwill of these three 
groups is extremely important in the 
development of trust departments. 


The American Bankers Association 
and its Trust Division, through various 
committees, have done as much as any 
to promote the betterment of trust serv- 
ices throughout the country. Probably 
their greatest contribution has _ been 
their educational program. The Stonier 
Graduate School of Banking is the cap- 
stone of this banking education system. 
The Association also, of course, spon- 
sors the American Institute of Banking 


and The National Trust School. 


The Association makes available to 
trust departments advertising material, 
bookkeeping forms, brochures and 
pamphlets on various trust department 
subjects. 

The trust studies of Gilbert T. Ste- 
phenson should be read and studied by 
all trustmen. 

Through the “Trust Bulletin,” the de- 
partment officers can keep abreast of 
current thought and operational prac- 
tices of trust departments. There is a 
gold mine of excellent trust department 
material in these “Trust Bulletins,” and 
they are commended to you for reading 
and study; the same may be said for 
“Trusts and Estates.” 

All of these agencies and services are 
working toward the same common goal 
as you — namely, better trust services 
throughout the country, coupled with 
as near as possible riskfree operations. 


IX. Summation 


In conclusion, it is the aim and pur- 
pose of the trust examiner to be of the 
greatest possible service to the trust 
departments of the banks and through 
them to the public by aiding and assist- 
ing these trust departments in formula- 
ting and adhering to better methods and 
sounder practices in the administration 
of trusts to that idealistic goal where 
all of the directors of a bank will mani- 
fest such an interest in their own trust 
department that they will be willing to 
entrust their estates to it. 
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THE RELATIONSHIP Witt BENEFICIARIES 


Importance of Program for Training Personnel 


JOSEPH H. WOLFE 


Vice President and Trust Officer, New England Merchants National Bank, Boston, Mass. 


HAVE NEVER BEEN ABLE TO FIGURE OUT 
5 why we should have any special way 
to deal with beneficiaries any more 
than with any other customer: but 
through the years people have delivered 
orations on how to deal with benefici- 
aries. Gilbert Stephenson himself pre- 
pared a study on “Plain English for 
Trust Beneficiaries.” That may seem a 
little unusual today, but in 1941 trust 
business had not broken the shackles of 
tradition and continued to use the beau- 
tiful old Latin expressions of the com- 
mon law. Our customers had long since 
broken their shackles and were irritated 
to hear us talk about an “administrator 
cum testamento annexo de bonis non.” 

From earlier speaches we have learned 
that there should be a spirit of cordiality 
and not coldness; a trust should be indi- 
vidualized, and a person not referred to 
as A6742; that there is no substitute for 
intelligence; that prompt service is im- 
perative (with no definition of the word 
prompt, however); that telephone man- 
ners are very important; and that all 
trust officers should participate in civic 
activities at least seven nights a week 
and on all legal holidays. 

All of this taken together means 
simply that we should conduct ourselves 
in a friendly, sincere way, in good faith 
and good conscience, seeking always to 
act for the best interest of each person 
for whom we have accountability. 

To do this we have four tools: men, 
machines, imagination, and communica- 
tion. These four tools are all that any 
trust department has — the difference 
lies in how the tools are used. 


Importance of Personnel 


In this day of electronic data process- 
ing and other fascinating uses of ma- 
chines, we sometimes forget that the 
most important tool in any trust depart-- 
ment is our men — our people. No mat- 
ter how completely automated a trust 
department may be in the future, it 
still will take men to operate the ma- 


From address before 30th Mid-Continent Trust 


Conference, Dallas, Nov. 6, 1961. 
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chines and to operate a trust depart- 
ment. The men I am talking about to- 
day, however, are not the ones who are 
specialized in the operation of data proc- 
essing machines, important as they are, 
but the men who deal with our custom- 
ers day in and day out and who may 
well be the only contact a beneficiary 
has with the trust department or the 
bank. 

To begin with, we have to have men 
of great experience and broad educa- 
tional background to talk to prospective 
customers along with their lawyers, life 
underwriters, accountants, and others 
interested in planning the financial af- 
fairs of customers, as well as men of 
outstanding capabilities throughout the 
trust department. The ones | refer to 
particularly are the men known as ac- 
count administrators. They have the 
most intimate connection with our cus- 
tomers, whether they be beneficiaries — 
that is to say, “captive” customers — 
or our other customers, the settlors of 
trusts or the principals in agencies, etc. 

These men should be picked because 
of inherent qualities which make it easy 
for them to deal with the problems of 
beneficiaries, whether it be the determ- 
ination of a question of paramount im- 
portance, or whether the customer is 
disappointed because of some typo- 
graphical errer occurring in an account- 
ing, or any error or omission that can 
well occur in a thousand different ways 





Present and past Secretaries of A.B.A. Trust 

Division meet at Mid-Continent Trust Con- 

ference in Dallas (left to right) Joseph H. 

Wolfe, Gordon A. McLean (incumbent), 
and Robert G. Howard. 


in any account in any trust department 
in the country. These men must have a 
spirit of empathy — they must see the 
other side of the coin and appreciate 
what a beneficiary needs, ought to have, 
and what type of report he will under- 
stand. 

It is well known that the disinterested 
voice of a secretary, a clumsily worded 
“no” to even the most unreasonable re- 
quest, and a typographical error are a 
few familiar examples of causes of dis- 
satisfaction. Many of these things are 
unavoidable, they are what we would 
class as petty mistakes, and they occur 
in the administration of practically all 
accounts. 


The Account Administrator 


The account administrator, with the 
qualifications set out above, will be able, 
in dealing with these beneficiaries, to 
explain the points in question to the 
beneficiary without making him feel that 
he really was stupid in the first place 
not to understand our simple system of 
electronic data processing. It does not 
matter who is right or wrong in such 
a case; but for your information, the 
trust department is wrong every time. 
When we are misunderstood, we are 
failing in a most basic and elementary 
way. 

You may think we are setting up an 
example here that is absolutely unattain- 
able. I do not believe so. It seems to 
me that any man who has been engaged 
in the trust business for any length of 
time would almost by osmosis have 
picked up enough information and fin- 
esse to know how to handle a situation 
of this kind if he has a genuine interest 
in people and if he has a sincere desire 
to serve. It is the responsibility of man- 
agement in every trust department 1 
this country to remind administrators 
constantly of their function and to et 
courage them in every way possible to 
learn to live with their customers. With 
this help and encouragement | think 
99% of the people now serving in this 
important function in a trust department 
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can do the job in a creditable way, 
which not only would mean the reten- 
tion of the business we now have but 
which would create such good relations 
with |-neficiaries and with other related 
persons that the account administrator 
himself would become a very important 
new-business producer. 

If you do not have men of this caliber, 
or if you are in need of additional 
people. where can you get them? Many 
of us. when we find ourselves in such a 
situation, simply look over who is avail- 
able within our own department and 
make whatever adjustments are neces- 
sary to keep the department in opera- 
tion. It is the old technique of who’s 
been here longer, plus “he can’t do any 
worse than old Sam did.” These trust 
departments will not be among the first 
100 in 1965. Others of us start looking 
around to see whether we can find some 
keen, bright young fellow who is under- 
paid in some other bank, or who does 
not have the title he might reasonably 
expect, and in that way seek to rob 
our neighbor. I do not criticize this in 
every case because I know that there 
are always special situations. But if one 
is expanding a trust department, he can- 
not leave that important part of his 
planning to the accidental finding of a 
person trained by someone else. 

An account administrator is, in my 
opinion, the hardest person to replace 
in a trust department. It is possible to 
find a head for the department, a new 
business man, an operations man, or a 
man experienced in some_ particular 
specialty; but an account administrator 
is of very little value to a bank until 
he has been there long enough to know 
the accounts, the beneficiaries and other 
customers, and to know the modus oper- 
andi of that particular bank. It is for 
that reason that I would like to urge 
all of you to institute a training program 
immediately. 


A Training Program 


For example, we have put in a train- 
ing program in our trust department 
which is of approximately two years’ 
duration, We are constantly searching 
for young college, law school, and busi- 


hess school graduates who are desirous 


of making banking, and particularly the 
trust business, a career. When they come 
to us, they spend the first year in an 
organized bank training program, cov- 
ering all departments of the commercial 
bank including three months in the 


_ trust department. When they go through 


the trust department, we have ample 
opportunity to get to know them, to 
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work with them, and to find out what 
their main interests are. When we find a 
young man we believe would make a 
contribution to our business, we try to 
encourage him to select the trust depart- 
ment as his major field after he has 
completed the banking program. If he 
does so, we enroll him in our trust de- 
partment management training program. 
It is divided roughly as follows: 


Investment Division _..11 Months 
Operations Division _.. 1 Month 
Corporate Trust 

Division ane 1% Months 
Trust Administration 

Division __....3 Months 
Estates Division _...... 4 Months 
New Business Division. 2 Months 


The National Trust 


School and Vacation _ 1% Months 


24 Months 


You will note that all of our trainees 
are required to attend The National 
Trust School; and in addition to that, 
they are required to take a course in 
security analysis at Northeastern Uni- 
versity one night a week for nine 
months. This qualifies them for member- 
ship in the Boston Security Analysts 
Society. 

After they have completed this pro- 
gram, which is flexible to suit the needs 
of the trainees, they are assigned to the 
area within the trust department in 
which they show the most interest and 
aptitude. For instance, if the man is a 
lawyer, we may assign him to the es- 
tates division; if he has had a_ back- 
ground in law or insurance, we may 
consider him for the new business divi- 
sion; or if he has an M.B.A. degree, we 
will give him special consideration for 
the investment division. We believe that 
a man who has completed our program 
is very close to becoming an officer, for 
he will have been in the bank three 
years at that time. We have no set time 
for a man to be made an officer, but we 
have made young men officers in three 
years, and | think that we will be able 
to make them officers in less time than 
that in the future, particularly when 
they come to us with specialized train- 
ing or other experience. 


The Imaginative Approach 


The most intangible thing I know is 
what, for want of a better term, we call 
imagination. There are many ways that 
any particular problem can be met. In 
investments, for example, there are 
many stocks that could be purchased for 
a particular account; but yet there is 
always one that will do exactly what is 
desired and in a better, more creditable 


way. Many times it is possible for a 
person who is alert to changing condi- 
tions, or even the possibility of chang- 
ing conditions, to look beyond this 
month or this year to what may become 
necessary a year or five years or ten 
years from now. The ability of someone 
to do this, keeping everything in its 
proper perspective, is very important in 
a trust department. 

Imagination by itself is not enough, 
however; it must be applied to the tools 
with which we work. 

Let us take a case study. Assume that 
we have a young fellow 30 years old 
who is a beneficiary of a large trust. He 
is to receive the income from the trust 
until he is 35 at which time he will 
receive a partial distribution, with a 
further distribution at age 40 and a final 
distribution at 45. You are interested in 
maintaining amicable relations with him 
first because the trust was set up by his 
grandfather for his benefit and you want 
to live up to the full terms of the faith 
and confidence bestowed upon the bank 
by his illustrious ancestor. But what 
about the time when the trust is fully 
distributed? There are some people who 
maintain that if you do a good and sufh- 
cient job, when the distribution is made 
the young beneficiary will simply move 
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it over into another account and you 
will go merrily along taking care of his 
affairs. In many cases that is all that 
is necessary; but if it is a substantial 
account, you can ill afford to run that 
risk. We have a practice of conferring 
with these young beneficiaries, trying to 
interest them in opening an account of 
their own so that they will have more of 
a personal interest in it than in the one 
which their grandfather set up for them. 

We have in our bank what we call 
our $5,000 investment plan which is an 
agency arrangement. We will accept 
cash or securities to be held in this ac- 
count, and we require a monthly addi- 
tion of $100. This plan was designed 
for a young man who inherited talent, 
not money; but it works just as well with 
a man who has inherited a certain 
amount of money and one you need to 
introduce to the trust department. 

We have had beneficiaries of substan- 
tial trusts start their own agency ac- 
counts and show more interest really in 
their own accounts than in their big 
accounts. Sometimes we find the young 
man is owner of substantial insurance 
on his own life, and we ask him to 
create an insurance trust and fund it 
with the $5,000 initial payment. If the 
resulting trust is a bona fide trust, we 
are thereby able to put these funds in 
one of our many common trust funds. 
He will know nothing about common 
trust funds, which gives you an oppor- 
tunity to give him a further lesson. He 
will learn that your bank has a number 
of common trust funds, from a capital 
fund where the accent is on appreciation 


and not income, to an all bond fund 
and even to a taxfree municipal fund 
for possible use later. These ideas are in- 
triguing to young beneficiaries, and it 
is this type of imagination that makes 
them forever customers of your trust 
department. 

We have another idea that we have 
put together in our $5,000 investment 
plan whereby a man who enters into an 
agency arrangement with us can have 
up to $30,000 of creditor life insurance 
at group rates. This is most attractive 
to a number of beneficiaries because 
they know the minute they have created 
this plan that if they were not to live 
the ten years to complete it, they would 
have an immediate estate of $30,000 
plus in their own name and in their 
own right. This is the best way we know 
to create interest and friendship for your 
trust department. When the young man’s 
trust is finally distributed, you will not 
have to spend sleepless nights worrying 
just what he will do about it. 

Imagination can be successfully intro- 
duced into the routine forms sent out to 
customers at regular intervals. All ac- 
counts in trust departments have to be 
reviewed at least once a year . . . twice 
a year is what we do in our bank. In 
some cases beneficiaries or customers 
may live in distant places, and the 
closest contact we can have with them 
is our semi-annual review. There has 
been a debate in many areas as to what 
a trust department should tell its cus- 
tomers. !t varies, in a general way, from 
the feeling of some that you should tell 
them as little as you can to the other 
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extreme of telling them everything you 
can possibly tell them. I lean toward the 
latter view. 


Improved Communications 


We have worked up an account review 
form which will be used when we go on 
our computer September 1, 1962. |t 
shows book value, market value, per. 
centage of total market value, and esti. 
mated annual income. The title sheet 
gives information about the account 
such as whether or not there is a ¢o. 
trustee, whether or not it is revocable, 
income and principal cash balances, pay- 
ments of principal, the fee charged, and 
the date received. In the personal in. 
formation, we have date of birth, ob. 
jectives, tax bracket the customer finds 
himself in, special investment provisions, 
and whether or not we are maintaining 
tax costs. As to diversification of assets 
at market, we show the percentage in 
bonds, preferred stocks, common stocks, 
real estate, miscellaneous and cash, giv- 
ing total assets. In addition we break 
down common stocks by industry. We 
keep a running account of the total value 
of the account, and we maintain this 
year after year so that our customer 
can tell at a glance the book value and 
the yield based on book value and the 
market value and the yield based on 
market value. We have space on our 
form to include also tax costs, and we 
will include that as soon as we can 
program the cost for all of our accounts. 

The beneficiary is usually not inter- 
ested in whether or how we amortize 
bonds purchased at a premium, nor is 
he likely to be fascinated by our vault 
procedure or our income posting opera- 
tions. Care must be taken not to confuse 
or bore the beneficiary with unnecessary 
facts. What he may be interested in pri- 
marily is to receive a clear explanation 
of how much income his account re- 
ceived and an easily understood report 
of the principal transactions. We be- 
lieve the format of this written report, 
whether hand-typed, machine-posted, or 
printed at 600 lines a minute by an elec- 
tronic computer, plus the willingness 
and ability of the trust officer to trans 
late the material when the situation de- 
mands it, is the best type of relations 
that we can have with beneficiaries. 

Of great help in coordinating all op- 
erational and administrative procedures 
is some sort of control center that can 
follow through and keep vital opera- 
tional, informational, and follow-up rec- 
ords on every account — from the day 
an account is brought into the bank un- 
til the time it terminates. Such a central 
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control snit, for example, can assist the 

new business and administrative officers 
in the ‘ransition of an account from 
prospeci've to active status. It can co- 
ordinate the receipt of property, follow 
through in seeing that steps are taken 
for a prompt initial review, and see that 
tax costs and other vital information are 
properly recorded and transmitted to the 
various «perating divisions. 

Whether a trust department is elec- 
tronically automated or maintains hand- 
posted ledgers, the objectives should be 
the same. and the end result should be 
surveyed constantly and improved. I am 
strongly in favor of imaginative new 

= business efforts, but such efforts are use- 
‘less without equivalent imagination in 
| operating methods. 


Better Personal Contacts 


While the operations within a trust 
department contribute importantly to the 
smooth handling of an account, the most 
effective operational system is weakened 
if not supported by proper personal con- 
tact with beneficiaries. Refinements and 
efficiencies instituted in the “system,” 
including automation and common trust 
funds, should never be substituted for 
personal contact. Remembering that in 
|the long run it is the personal side of 
trusteeship that is most important to the 
beneficiary, the logical objectives of the 
“system” should be to free the account 
administrator and allow him additional 
time for personal contact and executive 
supervision. Incidental benefits, such as 
economy and increased capacity, are, of 
course, also important. 

In personal contacts with beneficiar- 
ies, there are two areas which generally 
can stand improvement. The first is the 
frequency with which personal contact 
is made. Most beneficiaries receive 
statements, distribution checks, and ac- 
countings at predetermined and regular 

_ intervals, Beyond this, however, there is 
no further contact unless the beneficiary 
himself requests an appointment to dis- 
cuss a matter or register a complaint. 
While there is nothing wrong with pro- 
ceeding on this basis — and indeed it 
may be impossible to do otherwise — 
it leaves a lot to be desired. A more posi- 
tive approach would be to set up a sys- 
tem whereby “beyond the line of duty” 
contact would become a standard policy. 
An invitation to lunch, an invitation to 
stop by the office, or even a personal 
telephone call can work wonders in 
strengthening bonds between the bene- 
Jiciary and the trust department. When 
the trust officer initiates contact, rather 
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than simply waiting for it, it is going 
to be appreciated. 

Another thing to watch carefully is 
the choice of words used in writing 
to customers. Excess verbiage is not as 
great a problem as it once was, but 
the indiscriminate use of technical terms 
seems to be with us still. Many trustmen 
may have noticed that the terms or 
concepts that need explaining come up 
again and again. I feel definitely that 
here is the place for “form” language — 
certain paragraphs that one can have 
at hand, for example, to offer a simple 
explanation of the marital deduction, or 
a concise explanation of the reasons for 
using a nominee. For those of you who 
are familiar with automatic, paragraph- 
selection typewriters, you can see the 
time-saving advantages of preplanned, 
but individually typed letters. I do not 
feel that this is an “impersonalizing” of 
service; it is simply making the maxi- 
mum use of mechanical facilities with 
the purpose of freeing the account ad- 
ministrator for far more meaningful at- 
tention to the personal and investment 
problems of his accounts. 


No Beneficiaries, No Trustmen 


It is true enough to state that henefi- 
ciaries are unavoidable and therefore we 
must learn to live with them, but this is 
hardly an affirmative way to look at the 
situation. It is like saying that handling 
a classroom would be a lot easier for a 
professor if there were no_ students. 
There can be no great professors with- 
out students, there can be no great doc- 
tors without patients, and there can be 


no great trustmen without beneficiaries. 
As a group I am sure that we think 
of our dealings with beneficiaries as ex- 
emplifying the basic concept of our busi- 
ness — confident and personal attention 
to individual problems. Beneficiaries are 
as important to us as our survival in the 
trust business. Some private trustees 
have retained their clientele by close per- 
sonal attention to their affairs and have 
done it generation after generation. Cor- 
porate trustees must do no less. To re- 
tain the business we have, to acquire 
new business, to replace terminated ac- 
counts, we must constantly review our 
relationship with beneficiaries and ac- 
cept the fact that if beneficiary rela- 
tions are to be improved, it is we as 
trustmen who must take the first step. 


A A A 


TALKS TO TRUST PERSONNEL 


A series of 14 monthly talks on the 
trust department given to officers of the 
bank by J. Marion Adams, vice president 
and trust officer, Georgia Railroad Bank 
& Trust Co., Augusta, were completed 
in October and, at president Sherman 
Drawdy’s suggestion, will be published in 
book form and made available to cor- 
respondent banks and others interested. 

The subjects discussed were: Wills, 
their essentials and their importance; 
Executorships, Administratorships and 
Trusteeships under Wills; Private 
Trusts, revocable and irrevocable; Life 
Insurance Trusts; Guardianships; Agen- 
cies; Federal Estate Taxes; Federal Gift 
Taxes; The Marital Deduction; and Es- 
tate Planning. 


Our Trust Department Serves 


Beneficiaries in Pennsylvania and across the nation. 


Pension and profit-sharing plans, large and small. 


Other banks and trust companies in ancillary administra- 


tion. 


e@ Lawyers, C.P.A.’s and life underwriters in the teamwork 


of estate planning. 


And we'd 
like to serve 


you too! 
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EXPANSION OF CORPORATE TRUST SERVICES 


Call for Pia er > Shvidecle 


RAY F. MYERS 


Vice President, Continental Illinois National Bank and Trust Company of Chicago 


N JuLY 1 OUR BANK, AS COUPON- 
() paying agent, paid more than 150,- 
000 coupons of various municipal and 
corporate bond issues. aggregating in 
excess of $3-million. This is a very rou- 
tine operation which banks perform 
without fanfare and with too little profit. 
Included among these coupons were 
a few which we had to return because 
the owner had obliterated a portion of 
the identifying number, without which 
we could not protect bondholders who 
had placed “stops” with us on lost or 
stolen coupons. 

Coupon bonds are an archaic financial 
practice which we are guilty of per- 
petuating through natural resistance to 
change. Historically, before checks were 
in common usage, European investors 
preferred bearer bonds because they 
could readily collect interest by pre- 
senting the coupon at any bank. Too, 
they wanted to avoid having their wealth 
recorded, in case of invasion to escape 
expropriation. 

Negotiability also invites thievery, 
hence coupon bonds require protection 
of sale deposit vaults, are not readily 
replaceable under a _ lost instrument 
bond, and are quite expensive to ship 
by mail. 

To these disadvantages must be added 
the tremendous effort and expense in 
clipping coupons. Multiplied by the 
thousands of banks, corporations, and 
governmental agencies which invest in 
coupon bonds, the cost must run into 
millions of dollars annually. 

The practicality of registered bonds 
is that they can be replaced if lost or 
stolen, require much less vault space, 
and interest payments are made by 
check, avoiding the problem of mislaid, 
mutilated, or lost coupons. 

Registered bonds can be issued less 
expensively because they are less elabor- 
ate and because fewer are required, with 
normally a single bond for the entire 
amount, in contrast to the multiple 
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$1,000 coupon bonds required. The is- 
suing corporation also looks with favor 
on the idea of knowing its bondholders. 
Many times we have seen a company 
thwarted in efforts to amend an in- 
denture because it had no way of con- 
tacting holders of coupon bonds. 

The problem does not lie with the 
issuing company, therefore, but with the 
fact that, by tradition, coupon bonds fre- 
quently sell at a slight premium over 
registered bonds. This is true despite 
the fact that both registered and coupon 
bonds are acceptable for delivery in New 
York Stock Exchange trading — the 
seller receiving his money for reinvest- 
ment on the fourth day after delivery 
in either case. 

Certain committees of The American 
Bankers Association have recently en- 
dorsed a proposal to encourage wider 
use of registered bonds. If brokers and 
underwriters would join in apprising 
purchasers of the convenience and safety 
of registered bonds, improvement would 
be well on its way. 

A second step is also required. Issu- 
ing companies need to follow the lead 
of the U. S. Treasury and American 
Telephone and Telegraph Company in 
allowing a purchaser of registered 
bonds one free conversion to bonds in 
coupon form. Even this may be only an 
interim concession to long-established 
custom, for it seems a safe prediction 
that registered bonds will eventually 
trade as freely as registered stock, and 
with no price penalty. | 

Recently Philadelphia’s controller con- 
ducted a survey among banks, insurance 
companies, and individuals who are con- 
sistent purchasers of municipal bonds. 
These users cited many of the same 
arguments for registered bonds. The 
survey also pointed up the need for at 
least one free exchange of coupon 
for registered bonds. Philadelphia has 
adopted this practice and has gone even 
a step further in allowing an unlimited 
number of exchanges on its issues. Sig- 
nificantly, coupon bonds surrendered in 


exchange for fully registered bonds are 
not canceled but kept alive under audit 
control for subsequent use — a tre. 
mendous savings. Moreover, Philadel. 
phia has added another important in. 
gredient to make this plan a success — 
they have promised three-day delivery 
on an exchange. It will be interesting 
to see what effect this innovation may 
have on the marketability of Philadel- 
phia’s bonds. 


Bond Styles Change Too 


A few years ago I suggested stream- 
lining some of the cumbersome me- 
chanics of handling new issues, such as 
having the opinion of counsel printed on 
the back of each bond, rather than in a 
separate accompanying document. As 
anticipated, change comes slowly. 

Other steps are being taken to estab- 
lish some uniformity among bonds. The 
First National Bank of Boston began 
earlier this year to use a bond 8.2” x 
4.7” in size with attached books of per- 
forated coupons 3.4” x 1.5” each. On the 
reverse of each bond is a reproduction 
of the legal opinion. Originally the plan 
also called for a line of magnetic ink 
on the back of each coupon to aid in 
sorting and processing, but this has been 
abandoned as prohibitively expensive. 

In cooperation with The American 
Bankers Association, a new bond form 
has been proposed, coupons of which 
can be processed on the same equipment 
presently used for bank checks. This 
bond is 8.5” 6” with a 6” x 234” cou- 
pon, three to a page, in book form and 
perforated to assure uniformity in size. 
a characteristic not always attained 
when clipped with scissors or evel 
machine cut. However, neither of these 
methods is eliminated by the perfora- 
tion. Since all banks do not have elec- 
tronic equipment, the paying agent 
bank’s name and route number will ap- 
pear on the face of each coupon in large 
type similar to the form on checks. 

Though the coupons are considerably 
larger than those now in general usage; 
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the o\crall storage space required is 
considerably less than for old-type 
bonds. Certainly the new coupons bear- 
ing ekctronic ink characters can be 
handled with greater ease and rapidity 
at less cost. Whether this will become 
the standard bond form of tomorrow 
or not. the encouraging fact is that ef- 
forts are being made to eliminate man- 
ual counting of coupons. 


Municinals in Larger 
Denominations 


Another innovation which committees 
of the A.B.A. have endorsed is issuance 
of municipal bonds in $5,000 denomina- 
tions or multiples. Vault space required 
for sheafs of $1,000 bond pieces could 
be greatly reduced, perhaps as much 
as 50°. by use of larger denominations. 
This logical step has received enthusi- 
astic support and its acceptance is vir- 
tually assured. Whether the $5,000 cou- 
pon bond is just the first step in the 
municipal field and will eventually give 
way to registered bonds, only time will 


tell. 


Cremation by Municipalities 


Municipalities and _ political subdi- 
visions are taking a new look at their 
long-standing practice of preserving can- 
celed coupons. For many years, co- 
porate trustees have taken the responsi- 





bility for storing and eventually cancel- 
ling bonds and coupons issued by cor- 
porations. Whether because of lethargy 
or reluctance to institute new procedures 
which would eliminate partronage jobs, 
finance officers of municipalities have 
only recently approached banks to as- 
sist with audit and cremation of ma- 
tured issues. 

In general practice, the fiscal agent 
or paying bank pays municipal bonds 
and coupons, verifying and canceling 
each coupon. Then, in most instances, 
coupons are returned to the treasurer 
who again verifies each envelope, sorts 





them manually in numerical order and 
records the date each individual coupon 
was paid. Many times a list of unpaid 
coupons is prepared. Next the munici- 
pality’s auditor re-examines the coupons, 
checks and proves the postings and list. 
At least one large city goes even further 
and maintains huge books for each issue 
in which are pasted the coupons re- 
turned by the paying agent. 

One New York bank has been urging 
municipalities to adopt procedures well 
established as to corporate issues, where 
the paying bank is authorized to account 
for total dollar interest paid on each 
issue rather than for each coupon. Does 
“it really matter whether the outstanding 
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coupon is from bond 100 or bond 598? 
They also suggest that the paying agent 
be authorized to store the coupons in 
the bank’s vaults and after an appropri- 
ate interval cremate the obligations, 
furnishing the treasurer with an ap- 
propriate certificate. 


Number Please 


The much discussed new bill, recently 
signed by President Kennedy, requires 
an identity number of each income tax 
return. Back in 1936 when first pro- 
posed it met with violent political op- 
position. Each taxpayer is to use his 
social security number as his tax identity 
number. Those who do not now have 
numbers will be issued 9-digit numbers 
for tax purposes and for social security 
identification as well if they ever join 
the social security system. 

Although I.R.S. regulations under the 
new law have not yet been issued, it is 
expected that taxpayers filing estimates 
due April 1962 will first use the num- 
ber. Thereafter, all individual returns 
filed beginning in spring 1963 on income 
earned in 1962 will bear the number. 
Also, starting in 1963, companies will be 
required to list identity number of em- 
ployees receiving wages and _ salaries 
and on all Forms 1099 showing the 
names of shareholders who receive $10 
or more a year in dividends. Fortunate- 
ly, bank savings departments will be re- 
quired to file on only those customers 
receiving interest in excess of $600 per 
year. 

The I.R.S. will install computers with- 
in the next four or five years in a master 
center in Martinsburg, West Virginia 
to crosscheck the mountain of informa- 
tion supplied by taxpayers and snare 
taxes on income now unreported. Sen- 
ator Byrd (D-Va.) quotes the Treasury 
as characterizing this bill as “the big- 
gest loophole-closing bill ever presented 
to Congress.” Congress is also convinced 
that numbers for each shareholder will 
avoid much confusion from using names 
in data-processing equipment. 

For the larger banks already install- 
ing electronic equipment, these new 
numbers will cause only a minimum of 
trouble as they can be fed into the tapes 
on which shareholder records are main- 
tained. Other transfer agents will have 
to recut addressograph plates to accom- 
modate these numbers. Perhaps even 
worse, all of us face a formidable job 
in getting companies and their share- 
holders to supply us with required num- 
bers. Finally, any of us acting as paying 
agent on bond issues will face a new 
burden as we are required to report 
shareholder identity numbers on interest 


coupons paid — a process not yet me- 
chanized. Who will pay the bill for 


these extra duties? 


Whither Withholding? 


Just where we stand on tax withhold- 
ing on dividends and interest is not cer- 
tain. As it stands now, the proposal is 
to withhold taxes on dividends and in- 
terest at a 1624°% rate with exemption 
certificates for minors’ accounts and 
those persons who file a statement de- 
claring they are not subject to payment 
of income tax. The proposal also con- 
tains a quick (theoretically) refund pro- 
cedure on a quarterly basis. 





see you in Seattle... 
at the WORLD'S FAIR 


APRIL 21— OCTOBER 21, 1962 


We'll look forward to meeting you at our 
office right on the Fairgrounds. The 
Pacific Northwest's largest bank—with 
more than 90 offices throughout 
Washington — provides complete trust 
services in this Busy Corner of America. 
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The House Ways and Means Com- 
mittee tentatively approved this plan in 
the last session, despite strong opposi- 
tion by financial institutions and cor- 
porations required to collect the tax. 
Their opposition was not to the Treas- 
ury’s objective in obtaining full payment 
of taxes due but to the plan and the 
burden on taxpayers, banks, and other 
interest and dividend payers. Fortunate- 
ly, Congress adjourned without acting 
on this and other tax reform measures. 

There now lie ahead several possi- 
bilities. First, some banks and corpora- 
tions are stepping up efforts to encour- 
age interest recipients to report income 
voluntarily. This recalls the Treasury’s 
efforts during the Eisenhower Admin- 
istration when a vigorous educational 
compaign was conducted. Apparently 
the government has no plans to repeat 
this approach — the Administration is 
clearly committed to withholding — so 
the financial institutions must proceed 
alone. 

A second possibility (perhaps only a 
fond hope) is that through the use of 
identifying numbers for taxpayers (to 
which I’ve already referred) the IRS 
will have a means of ferreting out tax- 
payers not reporting dividends and in- 
terest and can thus avoid the need for 
withholding. I call this “only a fond 
hope” partly because of the Administra- 
tion’s commitment in this matter but 
also because it seems unlikely that the 
Administration will want to wait the five 
years or more until their electronic 
equipment is functioning if through 
withholding they could begin collecting 
these taxes next year. 


Exchange’s Pilot Operation 


This report would not be complete 
without a progress report on the New 
York Stock Exchange’s “pilot opera- 
tion,” a simple, workable plan designed 
in late 1957 to reduce the heavy volume 
of stock certificates processed daily. 


A pilot operation was undertaken us- 
ing 20 stocks of listed corporations, on 
each of which Bankers Trust Company 
acted as transfer agent, 15 clearing mem- 
ber firms and a new department of the 
Stock Clearing Corporation to be known 
as the Central Stock Bookkeeping Serv- 
ice (C.S.B.S.). Each pilot firm trans- 
mitted a substantial portion of its hold- 
ings of the 20 pilot stocks through 
C.S.B.S. to the bank. The bank trans- 
ferred the total shares into large denomi- 
nation certificates in the name of a new 
nominee partnership of the bank, to be 
held in custody by the bank awaiting 
further instructions. The plan was to 
remove these certificates from circula- 
tien on the “Street.” 

Thereafter the pilot firms could settle 
their net security balances with other 
pilot firms by a mere bookkeeping entry 
by C.S.B.S. and the money values of 
these transfers would be included in the 
regular daily settlement with the Stock 
Clearing Corporation. Similarly, if a 
pilot firm wished to pledge the pilot 
stocks as collateral for a bank loan, the 
firm could send a list of the specific 
shares it wished to pledge to C.S.B.S. 
for validation and transmission to the 
bank. You will note that in none of these 
transactions have pilot shares been trans- 
ferred from the name of the bank’s 
nominee. But in the event the pilot firm 
wishes to transfer shares to the name of 
a customer or into its own name, such 
a transfer can be effected by sending 
transfer instructions to C.S.B.S. for vali- 
dation and transmission. 

The original pilot operation was ex- 
panded in November °59 to include 
the Chase Manhattan and First National 
City; and the total number of pilot 
stocks was increased to 60, with 31 
pilot firms cooperating. 

On September 1, 1961, the pilot opera- 
tion was further expanded to include all 
clearing members (rather than just the 
original 15) and the 60 stocks were 
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cut to 15, 5 stocks for each of the 3 
participating banks. From now until 
March °62, all clearing members wil} 
be required to clear and deliver pilot 
stocks through pilot operations pro. 
cedures, unless otherwise mutually 
agreed. It’s anticipated that this final 
phase of the operation with all 244 
clearing members participating will be 
on a sufficient scale to measure any 
economies which would result from full. 
scale operation and thus determine its 
advisability. 

In its announcements the Exchange 
summarized the theoretical advantages, 
from the standpoint of member firms, 
to be: (1) elimination of physical proc- 
essing of stock certificates in three 
cases: daily deliveries through S.C.C.: 
deliveries to obtain transfers to cus. 
tomers or other names; and pledges of 
collateral against bank loans; (2) sig. 
nificant reduction in the number of 
stock certificates held by member firms; 
and (3) more effective control of divi- 
dend payments since they would be 
handled through C.S.B.S. 

Banks as lenders are expected to bene- 
fit by a rather sharp reduction in vol- 
ume of stock certificates handled and 
simplified loan procedure. 

The advantages cited for transfer 
agents were less convincing — “a sharp 
reduction in the number of stock certifi- 
cates that must be transferred from one 
member firm to another. This reduction 
in the work load, of course, will permit 
more efficient use of personnel and 
greater operating economies.” Not em- 
phasized was the obvious fact that a 
sharp reduction in number of transfers 
would cause a similar reduction in trans- 
fer and registrar fees. 

Any conclusions at this point would 
be premature and ill advised. However, 
my conversations with some bankers and 
officials of the Exchange have raised 
several questions. First, it’s not clear 
who will stand the expenses of the opera- 
tion. One official speculated that if the 
operation were extended to all listed 
stocks, the annual cost of the C.S.B.S. 
would run into several million dollars 
annually — perhaps in excess of $9- 
million. To this must be added _ the 
bank’s custodian fees. One bank esti- 
mated its costs in just its very limited 
participation in the pilot operation have 
exceeded $30,000. Banks are certainly 
entitled to a profit on this operation, 
and it’s doubtful that even then they 
will make up for the loss in transfer and 
dividend disbursing fees. Moreover, 
even though a corporation’s transfer 
fees might drop considerably, it’s most 
unlikely a company would assume any 
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of this new expense. Can member firms 
absorb these costs — or pass them on to 
their customers? Will the banks’ fees 
for these services vary, or will the Ex- 
change establish a standard in the same 
manner that brokerage fees have been 
standardized ? 


From the standpoint of brokers, there 
seems « considerable lack of uniformity 
in acceptance of the plan — at least 
by “the back-room boys.” Many com- 
plain about the red tape in the present 
loan procedure though elimination of 
some of this is contemplated in full-scale 
operation. Some larger firms like the 


other features of the plan, but cashiers 
in smaller firms generally seem less im- 
pressed. To some extent there may be 
some concern that jobs may be abol- 
ished. 

An equally serious problem is need 
for space. The Exchange is already 
bursting at the seams — any operation 
of this magnitude would require a 
C.S.B.S. of a magnitude not now con- 
templated and electronic equipment not 
immediately available. 

The future is far from clear, but a 
little crystal-ball gazing is worthwhile 
when you consider the impact this could 
have on the work of transfer agents and 
on brokers’ loans, an effect which would 
spread to many of you far removed from 


New York City. 


Uniform Commercial 


Code 


Interest in the Uniform Commercial 
Code has been intensified in recent 
months by passage in several important 
commercial states including Illinois and 
Ohio. The prevailing feeling is that the 
Code is going to spread through the 
states rather rapidly within the next 
several years; even though your state is 
not one of the 14 which have adopted it, 
the probabilities are it is up for serious 
consideration in your legislature. 

Article 8 of the Code which deals with 





investment securities is of particular 
_ interest to those concerned with cor- 
porate trust and stock transfer matters. 
This Article makes negotiable certain 
“investment securities,” defined as in- 
cluding instruments “of a type common- 
ly dealt in upon security exchanges or 
markets or commonly recognized in any 
area in which they are issued or dealt 
in as a medium for investment.” Thus, 
stocks and registered bonds are negoti- 
able under the Code, whereas under the 
Uniform Negotiable Instruments Law 
this was not true. 
Article 8 deals at length with the 
_tights which holders of securities have 
against their issuers and individuals as- 
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serting adverse claims. These sections 
will have a direct impact upon transfers. 

Article 8 also spells out in consider- 
able detail our rights and duties as 
transfer agents, registrars, and trustees. 
In fact, the Code repeals and supplants 
the Uniform Stock Transfer Act. In Illi- 
nois we have had the Model Fiduciaries 
Securities Transfer Act for several years, 
and there was some concern among 
transfer agents that provisions of the 
Uniform Commercial Code intended to 
supplant the Model Act would give us 
less protection than our present statute. 
Therefore the Code as finally enacted in 
Illinois included a provision that in the 
event of conflict between the Code and 
the Model Act, the Model Act would pre- 
vail. | understand that the National Con- 
ference of Commissioners on Uniform 
State Laws is considering amendment of 
the recommended form of the Uniform 
Commercial Code to include such a pro- 
vision for use in states which already 
have the Model Act or the more widely 
adopted Uniform Act for simplification 
of Fiduciary Security Transfers. 


New Investors 


I don’t suppose any of us can foresee 
the impact of the S.E.C. and congres- 
sional investigation of the exchanges and 
security operations generally. Already 
there is a good deal of self-policing in 
evidence, particularly in the area of cus- 
tomer’s men, as brokerage houses and 
mutual funds take a second look at their 
staffs. Some speculate that these investi- 
gations will eventually lead to severance 
of underwriters from brokerage houses 
in the same manner that banks and their 
security affiliates were cut apart in the 
30’s. It’s apparent too that the over-the- 
counter markets are in for some close 
scrutiny. 

Many of us are also concerned about 
the public’s reaction to stocks as an 
investment medium once the dust has 


settled on some of these new issues 


which are being registered at the rate of 
a dozen a day. It now takes an average 
of 55 days for a proposed stock issue 
to move through the S.E.C. before it is 
released for sale. There are 688 state- 
ments currently in the hopper, almost 
double the number a year ago and 6 
times the total 5 years ago. 

About 70% of these new issues are 
from companies selling stock to the pub- 
lic for the first time. Many people of 
even moderate means are being intro- 


duced to this investment medium 
through these low-priced, volatile stocks. 
These generally unsophisticated _ in- 


vestors are easy marks for any get-rich- 
quick scheme. Frequently they fail to 
get their money’s worth even though 
the glamorous new offering may carry 
an inflated price, at least temporarily. 
To illustrate, earlier this year some 
small dealers in the country were touting 
an enterprise known as Agricultural Re- 
search Development, Inc. Note the two 
glamour words “research” and “develop- 
ment.” Actually the company proposed 
to raise diseasefree pigs. Anyone who 
bothered to read the prospectus would 
have discovered its current assets at 
the time of offering were $9.15 with 
current liabilities of $16,389.27, a re- 
verse twist current asset-liability ratio. 
Moreover, the company was not even in 
operation. The company’s principal as- 
sets were apparently a few ideas about 
diseasefree pigs and an “experimental” 
farm in Colorado which carried a very 
real mortgage in excess of $96,000. 
Most of this could have been gleaned 
from the prospectus, but apparently 
reading a prospectus is old-fashioned. 
When a Pittsburgh underwriter offered 
the stock at $2.50 a share, the market 
quickly jumped to $21.00. What of the 
people who still held the stock when the 
S.E.C. suspended the company’s exemp- 
tion from registration and brokers were 
quoting it offered at $11, no bids? 
Situations like these give the security 
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market a black eye -— and can give 
your bank as transfer agent a similar 
hue if you are too free in lending your 
name to these issues. Before you accept 
a new transfer agency, investigate! 


Where Are the Profits 


During the past several years, the 
New York Federal Reserve Bank has 
published a report on the relationship 
between fees and expenses in a group 
of New York banks reporting annual 
trust department commissions and fees 
of $l-million or over. These are the 
giants in the corporate trust field. They 
are favored with a tremendous volume 
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of appointments as trustee, transfer 
agent and a variety of other business 
which grows out of the concentration of 
corporate financing on Wall Street. 

But where are the profits? In 1955 
the corporate trust and corporate agency 
divisions of this group of banks reported 
$1.25 in fees for each $1 of operating 
expenses, other than taxes. In 1960 they 
managed to collect only $1.03 in fees 
for each $1 of operating expenses. More- 
over, their corporate agency divisions, 
when examined separately on this basis, 
are actually losing money! The head of 
the stock transfer division of one of 
the leading New York banks recently 
told me that he’d be very pleased if 
he could ever get his division to the 
point that it was breaking even. 

I’ve mentioned several new services 
which we'll have the opportunity of 
performing for customers in the very 
near future. None of them has yet been 
given a price tag. If we are to survive 
as profit-making divisions of our banks 
and not just become “loss leaders,” we 
must set these new fees only after care- 
ful examination of costs. 

Let me make it very clear that I am 
not talking about uniform fee schedules. 
Your expenses in performing a particu- 
lar service may vary in some degree 
from ours, permitting your fees to vary 
also. If your bank is able to perform 
the same service at a lesser cost, then 
your bank is deserving of the appoint- 
ment. It’s not this that concerns me. 

What does concern me is that one 
competitor may establish his fees with- 
out taking into consideration true costs 
in performing the service. If your ac- 
counting division has furnished a cost 
study of operating expenses, examine it 
carefully. Make sure that each little step 
of your operation is represented in total 
cost. Most important (and here is where 
many an item of cost is overlooked) be 
sure that all overhead costs are ac- 
counted for. It is not enough to merely 
cost out each step in a particular opera- 
tion. Your president’s salary, the costs 
of your bank’s pension, plan, and many 
other related items must also be in- 


cluded in transaction costs. Certainly: 


your fees must cover these and similar 
expenses if you are to make a profit! 
Too often in costing operations we start 
at the wrong end. The starting point 
is not the particular operation in ques- 
tion but rather total bank expénses — 
each of these dollars,has to be allocated 
so that the operation in question carries 
its share. 

To those of you who haven’t facilities 
to calculate costs, a word of caution. If 
your method of setting fees is to under- 





cut your competitor’s fee schedule just 
enough to assure getting the appoint. 
ment, you are just asking for a loss 
operation. If the big New York banks 
with all their volume are not makin 
money in this business, it’s doubtful that 
youll have a very profitable operation 
if all you do is to quote less than their 
published fees. None of us will survive 
if any of our competitors fail to recog- 
nize the need to quote fees at a profit. 
able level. 
A A A 
New Common Trust Funds 


The first Common Trust Fund to go 
into operation in Louisiana has been 
established by First National Bank, 
Shreveport, following recent amend- 
ments to the state legislation governing 
the creation and use of these funds, 
Other Common Trust Funds that should 
be added to the lists previously publish- 
ed by Trusts AND EstaTEs (with start- 
ing date shown parenthetically) are: 

Bank 


First National Bank 
& Trust Co. 
Oklahoma City . 

First National Bank, 
Orlando, Fla. 

San Diego (Cal.) 
Trust & Savings 


Type 


(2/28/61) CS 
(3/20/61) CS 
(5/1/61) CS 


Bank (11/1/61) FI 
Malden (Mass.) 

Trust Co. - (6/1/61) D 
Clearfield (Pa.) 

Trust Co. (7/1/61)  L* 


Manatee National 
Bank, Bradentown, 


eee ee (9/1/61) D 
First National Bank, 
Sunbury, Pa. - (9/1/61)  L* 


Southern Arizona 

Bank & Trust Co., 

Tucson _..... (11/1/61) CS &FI 
National City Bank, 


Evansville, Ind. __ (11/1/61) L 


*Owing to adoption of Prudent Man Act, now, in 
effect, Discretionary. 


Key: CS—Common Stocks; FI—Fixed Income; D 
—Diversified Discretionary; L—Diversified Legal. 
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SOUTHWESTERN GRADUATE SCHOOL OF 
BANKING ANNOUNCES 1962 DATES 


Next year’s resident session of the 
Southwestern Graduate School of Bank- 
ing at Southern Methodist University in 
Dallas will be held from July 15 to 28. 
Freshman class enrollment of trust ma- 
jors will, be limited to 25. 

The School is sponsored by the Uni- 
versity in conjunction with the Clearing 
House Associations of Dallas, Fort 
Worth, and Houston. It operates on @ 
basis of three resident summer sessions 
with problem and thesis work between 
sessions. Information is available from 
Dr. Richard B. Johnson, Director, 4 
Box 1319, S.M.U., Dallas 22. 
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Need of Close Working Relationship Between 


COMMERCIAL AND TRUST DEPARTMENTS 


President, 


HE PATTERNS OF OUR ECONOMIC LIFE 

have changed significantly during 
the postwar period, with the result that, 
if banking is to maintain its position 
of leadership in the financial community, 
it must make a thoughtful reappraisal 
of objectives and procedures both with 
respect to the industry as a whole and 
with respect to the function of each in- 
dividual bank in its own community. 
Therefore, it seems appropriate to re- 
view the enduring benefits which will 
result from close and enthusiastic co- 
operation between the commercial and 
trust departments of our banks. 

Consider first those factors which 
make close cooperation desirable. Bank 
mergers are taking place with increasing 
frequency; and in spite of opposition, 
the trend seems likely to continue. Al- 
though nearly everyone agrees that by 
creating larger banking units, mergers 
create more effective ones, we all know 
that the advantages of mergers are not 
usually realized immediately. Often new 
systems must be installed which are 
quite unfamiliar to the people involved. 
Overnight new working relations are 
created. Commercial and trust personnel 
of independent banks that have been 
competing vigorously for years suddenly 
find themselves on the same team. Not 
only must trust personnel of trust in- 
stitutions that have recently competed 
learn to live and work together in har- 
mony, but they must also develop close 
relations with commercial banking offi- 
cers who, until recently, have been com- 
plete strangers to them. Very real diff- 
culties of personnel adjustments result 
from the merging of competing institu- 
tions, and they have to be solved if the 
full benefits of a merger are to be real- 
ized. Solving them requires the patient 
understanding and guidance of manage- 
ment at all levels. 

The rush to open new branch offices 
makes close cooperation even more diffi- 
cult. No longer ‘are all departments of 
the bank housed under one roof where 





From address before 30th Mid-Continent Trust 
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it is comparatively easy for banking and 
trust personnel to mingle and exchange 
ideas. As our customers continue to 
move to suburban areas, complete bank- 
ing and trust services must be made con- 
veniently available to them near at hand. 
We are pretty well committed to “one- 
stop banking,” and trust service must be 
made readily available through branch 
offices if we are to live up to our much 
advertised slogan. 

Higher operating costs in all depart- 
ments are so familiar to us that we have 
come to accept them as inevitable. There 
is real hope that automation and im- 
proved operating procedures will help 
us check some of these rising costs, and 
that more realistic fee schedules for trust 
service, when adopted, will provide in- 
creased income to cover rises in cost that 
we cannot prevent. But the most chal- 
lenging opportunity to achieve more 
satisfactory net earnings from trust ac- 
tivities certainly lies in closer coopera- 
tion among all departments of the bank. 


Effective Use of Manpower 


There is no question that more effec- 
tive use of available manpower can be 
made when we achieve closer coopera- 
tion between departments. Though bank- 
ing and trust personnel are trained for 
specific assigned tasks, there is every 
reason to interchange officers between 
banking and trust divisions a great deal 
more than we now do. It is not uncom- 
mon for business organizations to move 
men from production to sales, or to 
financial or personnel duties. Banking 
should be equally flexible in using its 
manpower. It is commonplace that a 
man does not fully appreciate the diffi- 
culties of another man’s job until he 
has tried to do it himself; and until our 
officers have this kind of real under- 
standing of one another’s job, complete 
cooperation among them is impossible. 
Even if we were to lose something in the 
way of immediate efficiency of operation 
by moving men around, we would, by 
doing so, make possible a better coordi- 
nated team effort. In smaller institutions, 


similar results may be achieved by ro- 
tating banking and trust officers on trust 
and loan committees, and by being alert 
for opportunities to use the special tal- 
ents of the officers of each division for 
particular tasks anywhere in the bank, 
A coordinated team effort should be one 
of the major objectives of top manage- 
ment in using the manpower at its 
disposal. 


Significant Trust Contributiens 


The value of cooperative effort may 
be better appreciated if we understand 
how trust banking and commercial bank- 
ing complement and supplement each 
other in the common interest of the 
bank. A well managed trust department 
makes significant contributions to the 
success of the parent bank. For one 
thing, by providing modern trust facili- 
ties, the bank meets the requirements 
and convenience of the growing number 
of customers, business as well as indi- 
vidual, who wish to conduct all their 
financial affairs with one institution. It 
is a waste for both when the mutual 
confidence of customer and bank that is 
established in the commercial depart- 
ment cannot be carried over to the cus- 
tomer’s trust needs because the bank. 
has no trust department. The character- 
istic interrelation of these financial needs. 
makes it desirable and economic for 
them to be offered by the same organiza- 
tion. 

Second, commercial banks compete. 
intensely for deposits; and a trust de- 
partment is one of the banking depart-. 
ment’s best and most reliable customers,. 
one who can be counted on not to carry 
his business to a competing bank! In 
spite of a trust department’s best efforts. 
to keep funds fully invested, average. 
daily balances of a trust department’s 
uninvested funds are substantial and 
constant. These deposits represent in- 
come and principal balances awaiting: 
distribution from estates and trusts un- 
der administration, funds held to pay 
for investments, and balances not sub-. 
ject to investment within the trust de- 
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partment’s authority. As a banking de- 
partment customer, the trust department 
is unique; its substantial balances exist 
without expense to the banking depart- 
ment for solicitation or supervision. 


Bank Business Through 
Trust Department 


Third, the trust department is a valu- 
able source of new business for other 
divisions of the bank. Often it makes the 
first contact with a new customer. As 
the customer’s needs emerge, the trust 
department can easily call his attention 
to other services offered by the bank 
that satisfy these needs. A good trust 
prospect is more than likely to be a 
potential user of all of a bank’s services. 

Fourth, we ought never to forget that 
lawyers, accountants, and life underwrit- 
ers are a source of commercial business. 
They are professional in their respective 
fields and are bound to exercise a good 
deal of influence in determining where 
valuable business is directed. By devel- 
oping, in the natural course of the trust 
department's activities, personal contacts 
with such specialists and by furnishing 
them with useful and informative litera- 
ture, the trust department maintains im- 
portant relations that often lead to 
profitable new business for the banking 
department. 
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Fifth, trust department services satis- 
factorily performed are often the best 
way of maintaining continuity in a 
bank’s relations with customers from 
one generation to the next. In admin- 
istering an estate of a valued customer, 
the bank has an opportunity to main- 
tain family and business contacts which 
might otherwise be lost forever. Such 
relations with a new generation will 
often produce business of considerable 
value in the course of time as the new 
generation prospers. 


Retention of Banking Business 


Sixth, when a bank offers well round- 
ed and competent trust service, it can 
often hold important banking business 
that would otherwise be lost to compet- 
ing institutions. Individuals need estate 
planning; corporate customers require 
specialized corporate trust services, such 


‘as pension and _ profit-sharing plans. 


Whenever a customer has such a need, 
he will take his business to the institu- 
tion able to offer the services he re- 
quires. If these services are unavailable 
at the customer’s commercial bank, he 
will look elsewhere; and valuable com- 
mercial business, perhaps enjoyed for 
many years, will be lost for good. 

Seventh, the earnings of the trust de- 
partment contribute materially to the 
profits of the bank as a whole. Such 
earnings result from fees for services 
rendered and not from an investment 
of the bank’s working capital; therefore, 
when we compare trust department earn- 
ings with those of other divisions in 
the bank, we must make proper allow- 
ance for the use of the bank’s working 
capital by other departments. The earn- 
ings of trust departments are not com- 
mensurate with the effort expended and 
the responsibility assumed by such de- 
partments, but they are basically steady 
and therefore important in the over-all 
earnings of the bank. 

Eighth, overhead expenses are alloca- 
ted to all departments of a bank, and 
the trust department absorbs a substan- 
tial share of this expense. Indeed, many 
trustmen, mindful of the limitations of 
trust income earned from fees, feel that 
the trust department is often unfairly 
charged with overhead. 

Ninth, trust officers have a range of 
contacts that can be of great advantage 
to the bank. In administering estates and 
trusts, the trust officer meets and gains 
the confidence of children and relatives 
of decedents whose banking business 
may have been enjoyed by other insti- 
tutions. These are potential customers 


whom the bank has no way of cultivat- 





ing except through the trust department, 
It is not unusual to find that a new trug 
customer has no other account with the 
bank. Moreover, as a group, trust cys. 
tomers are of more than average means 
and often occupy positions of influence 
in the community. Thus the trust de. 
partment is in a unique position to de. 
velop new and potentially profitable 
business for other departments in the 
bank. 

Finally, trust departments produce 
goodwill. Trust services require highly 
trained specialists; and trust personnel, 
as a whole, are likely to be well above 
average in education, technical compe. 
tence, and experience. They make an 
unusually good impression on potential 
customers. Moreover, trust customers in- 
clude business corporations and charit- 
able and religious groups as well as 
individuals; and because trust relations 
are likely to be close and of long dura- 
tion, the trust department relations with 
respective corporations and __ public 
groups bring prestige to the bank and 
increased public confidence in its man- 
agement. 


Cooperation Works Both Ways 


Cooperation is not a one-way street, 
however; its benefits do not flow in one 
direction only. In many ways the com- 
mercial department makes an indispens- 
able contribution to the steady growth 
of a strong trust department. 

Top management and banking de- 
partment officers should play a major 
role in any attempt by a trust depart- 
ment to gain new business. Officers of 
the commercial department are likely 
to know the directors and officers of im- 
portant corporations, senior partners of 
law firms, large stockholders, and others 
who are influential in directing where 
corporate trust business will be placed. 
If they are kept closely informed of the 
plans of the trust department, they will 
be in a favorable position to recommend 
the bank’s trust services, and to pave 
the way for the trust specialist to “sell” 
the prospect. 

Banking customers provide a rich 
source of trust prospects which may be 
developed at a minimum of expense. 
These prospects are already satisfied 
customers of the bank: they like the 
institution and its personnel or they 
wouldn’t have stayed with it. But com- 
mercial officers must be familiar with 
trust services to be effective in locating 
new trust business among banking cus 
tomers. They should be able to recog 
nize those individuals who need invest: 
ment advice or full management service; 
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those corporations that contemplate es- 
tablishing pension and _ profit-sharing 
plans or registrar accounts, or have a 
need for other corporate trust services 
of the bank. The credit department, if 
alert and informed, is a potential source 
of new business leads. The commercial 
department can help the trust depart- 
ment gain new business by furnishing 
the names of safe department customers, 
of those for whom the bank handles se- 
curity transactions, and of those who 
open new accounts. 

Effective trust administration itself 
is possible only where there is effective 
cooperation between the banking and 
trust departments. Commercial officers 
are well qualified to assist in the sale 
of business interests received in trust. 
Such sales are always, at best, trouble- 
some, and often pose problems so seri- 
ous that a satisfactory solution of them 
requires the best thinking that the co- 
operative efforts of all bank officers can 
provide. 

Greater efficiency and reduced ex- 
penses should be a major concern of 
any top trust administrator, and he 
should look to other departments of the 
bank in developing a smooth and ef- 
fective system of operation. Banking de- 
partment specialists in systems, automa- 
tion, and operations can often provide 
invaluable assistance to the trust officer 
in improving his operations. In smaller 
banks, full and efficient use of expensive 
machines and equipment will almost al- 
ways depend on close cooperation be- 
tween commercial and trust departments. 

Frequently banks are called upon 
to operate businesses in trust. Small 
trust departments, in particular, find 
this type of administration costly and 
often fraught with risk. Supervision of 
such operations usually falls on the 
more experienced and mature trust off- 
cers, who are already burdened with 
heavy administrative responsibilities. 
Since such situations often arise for the 
trust department as a result of a previ- 
ous close relation between the banking 
department and the business involved, it 
is only good judgment to call on the 
commercial officers familiar with the 
specific business held in trust, or gen- 
erally experienced in business manage- 
ment, for assistance. Pooling available 
talent within the bank in situations of 
this kind is much more likely to produce 
a successful business operation that will 
reflect credit on both the trust depart- 
ment and the bank as a whole. 


Whose Responsibility? 


If what I have so far said constitutes 
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a convincing argument for the beneficial 
results of active cooperation between 
the banking and trust departments, then 
some consideration of where the respon- 
sibility for bringing about such coope- 
ration lies should be of interest. 

Effective cooperation within the bank 
is primarily the responsibility of top 
management. Top management must 
lead, and it may do so in a number of 
ways. 

It must make sure that the personnel 
of the trust department are offered equal 
opportunity to advance and achieve 
recognition. Without this opportunity, 
good men will not be attracted to trust 
work, and those already engaged in it 
will not be stimulated to do their best. 
Once trust personnel realize that their 
efforts will be noticed and appreciated, 
they will be more cooperative with other 
departments of the bank in a way that 
they will not so long as they feel jealous 
of the greater opportunities in these 
departments. 

Top management must insist that the 
services and responsibilities of the trust 
department be understood by the direc- 
tors and commercial officers of the bank. 
Some institutions provide for the regu- 
lar interchange of officers between bank- 
ing and trust divisions, taking a cue 
from business organizations where it is 
common for men to be rotated from 
production to sales to personnel, etc. 
Other banks rotate banking and trust 
officers on administration committees 
concerned with bankwide problems, such 
as advertising, personnel, management, 
and public relations. Still others strive 
for close liaison between departments 
through frequent meetings of senior and 
junior officer personnel at which prob- 
lems facing each department are dis- 
cussed, 


A Strong Trust Committee 


Top management must also make sure 
that a strong and active directors’ trust 
committee is responsible for the trust 
department’s administration and devel- 
opment. This committee should be ro- 
tated so that all directors will become 
familiar with the bank’s trust services. 
In my bank we recently revised our 
committee organization with a view to 
making sure that every nonofficer mem- 
ber of the Board had a chance to be- 
come conversant with all phases of the 
bank’s operation. We have two major 
committees on which board members 
serve, an executive committee and a 
trust committee. There are 12 “outside” 
directors, 6 of whom serve for 1 year 
as members of the executive committee, 


and 6 as members of the trust commit- 
tee. At the end of a year, the 12 direc- 
tors change committees so that over a 
2-year period, each director has served 
a full year on the trust committee. In 
addition, though our bank retires direc- 
tors when they reach their 70th birth- 
day, they then become advisory mem- 
bers of the board, with all privileges of 
membership on the board except the 
privilege of voting. They may be asked 
to join the executive and trust commit- 
tees; and where they have special ex- 
perience and knowledge, for instance, in 
investments, real estate, or trust law. 
they have rendered valuable service to 
these committees of the bank after 
retirement. 


Top management must actively sup- 
port the development of new trust busi- 
ness. | have already mentioned the ways 
in which top management can contribute 
effectively to this development, but I 
want here to emphasize the importance 
of the widespread contacts of senior 
management and directors in their 
business, public, and social life. 


Finally, the board of directors and 
senior management must be “trustmind- 
ed” if cooperation between commercial 
and trust departments is to be achieved. 
The value of trust service to the com- 





Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 
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munity and to the bank must be recog- 
nized and must be made known to all 
bank personnel. Of course it helps, too, 
if the chief executive officer happens to 
have risen through the trust department; 
and from what one reads of executive 
promotions in banking, this situation is 
not wholly unknown. 

So much for top managements role 
in achieving cooperation. The trust de- 
partment, too, must take a share of the 
responsibility. 


Strive for Trust Department 


Profits 


Since trust income in most banks pro- 
duces a relatively small portion of net 
earnings, every effort must be exerted 
to demonstrate that the trust department 
can pay its own way and show a reason- 
able profit. This requires efficient opera- 
tion and a specially firm control over 
expenses. It demands that, where fees 
are subject to contract, they be made 
realistic in terms of the costs of the 
services rendered. A realistic schedule 
of fees, where we can control fees, 
strengthens our case when we go before 
legislatures to ask for increased statu- 
tory fees to cover higher operating costs. 
It makes sure that the trust department 
accepts new business only if such busi- 
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ness can be taken on a profitable basis 
and that unprofitable accounts are de- 
clined, even when they come to the trust 
department from other departments in 
the bank. In short, trustmen cannot ex- 
pect wholehearted cooperation from 
their colleagues in the banking depart- 
ment unless their house is in good order 
and they can show that cooperative ef- 
fort will develop profitable business for 
the bank. 

In the development of new trust busi- 
ness, the trust department must take the 
initiative in planning and directing the 
promotional effort. Banking department 
customers are the largest source of po- 
tential new trust business. Commercial 
officers can be effective in making con- 
tacts for the trust department, but the 
trust department must be prepared to 
follow up these contacts promptly. Noth- 
ing discourages cooperation more than 
for a new business opportunity for the 
trust department to be obtained by a 
commercial officer and then lost because 
of an inept follow-up by the trust de- 
partment. Every contact originating with 
a commercial officer should be followed 
through in close cooperation with that 
particular officer. He should be told at 
once if the business is closed and, if it 
is not, why. The commercial officer’s 
efforts should be brought to top man- 
agement’s attention and due credit given 
him. Only in this way will further co- 
operative effort on the part of commer- 
cial officers be stimulated. 

If trust officers expect cooperation 
from banking officers, they should be 
alert to every opportunity for producing 
new business for the banking depart- 
ment. To be effective, they must under- 
stand the principal banking services of- 
fered, know when such services may 
appeal to a prospective banking cus- 
tomer, and make sure he is introduced 
to the commercial officer best suited to 
handle his particular needs. 


Commercial Officers’ Contribution 


Commercial officers must learn to un- 
derstand the trust department and its 
services, and to respect its personnel: 
The trustman is not fundamentally dif- 
ferent from other bank people, but the 
nature of trust work breeds a respect 
for custom and a conservatism that dis- 
tinguishes a trustman from the commer- 
cial officer. These feelings do not make 
trustmen less cooperative or less under- 
standing of his banking department 
colleague’s problems, but if those col- 
leagues do not understand his feelings, 
they may misunderstand him. 

The commercial banker must realize 





that trustmen are engaged in specialized 
work and give them credit for knowing 
their business. When he does, he yil] 
be less likely to cause friction with the 
trust department by bringing pressure 
on it to take undesirable business or ty 
accept at less than satisfactory compen. 
sation business which is of itself de. 
sirable. 


It is only when there is close coopera. 
tion between the commercial and trust 
departments that it is possible to avoid 
accepting trust business that produces 
embarrassing conflicts of interest. When 
such conflicts do occur — and fortup. 
ately they do not occur often — they 
must be dealt with in cooperation by 
both departments in the best interests of 
the bank as a whole. It is always pre. 
ferable to face the conflict issue square- 
ly and early and decide whether the 
banking or trust function is to be un. 
dertaken, and not try to undertake both. 
But this requires real understanding be- 
tween the officers of the two departments, 
The commercial officer usually knows 
his customer’s affairs better than any- 
one else in the bank and should be pri- 
marily responsible for discouraging the 
use of the bank’s trust services where 
conflicts of interest may arise. If he is 
at all in doubt, he should review the 
situation thoroughly with the trust de- 
partment before suggesting trust service 
to his customers. 


Finally, it is important that everyone 
concerned remember that the trust de- 
partment exists for the benefit of its 
parent commercial bank, and that the 
commercial bank exists for the benefit 
of its trust department. A_ successful 
partnership results only from active pat- 
ticipation by each partner in a well 
conceived and a well directed common 
program. Trustmen and commercial 
bankers are partners in providing what 
we now call a well rounded banking 
service. Each must have confidence in 
the other and in the job he is doing. 
Once that confidence is established, en- 
thusiastic and effective cooperation will 
result. As C. Francis Cocke said in an 
article written for TRUSTS AND ESTATES: 
“The real goal in banking is to bring 
all services of the bank to the attention 
of all the customers so that the bank 
can serve each customer to the utmost.” 
In working together toward this objec: 
tive, banking and trustmen and women 
will experience great personal satisfac 
tion and insure profitable operation for 
their institutions. 


1C. Francis Cocke, ‘‘Bank-Trust Cooperation, 
TRUSTS AND ESTATES, Nov. 1951, p. 749. 
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The Managing Agency 


Growing Need for Commingled Service 


CHARLES M. BLISS 


Executive Vice President, The Bank of New York, New York 


HE MANAGING AGENCY SERVICE IN- 
eee safekeeping of investments 
coupled with investment advice. The 
latter will vary in aggressiveness and 
scope. It might be little more than a 
periodic review of the portfolio, or it 
might assume the initiative with the ex- 
pectation that the ideas of the bank will 
be carried out. In some instances, cus- 
tomers will delegate to the bank the 
authority to act for them, but this is a 
convenience ‘and in no sense the assump- 
tion of control over the investments. 
The agreement is informal and usually 
more of a letter of instructions than a 
contract. So, whether you call the serv- 
ice Managing Agency, or refer to it as 
Investment Counsel, Investment Advis- 
ory, Investment Management, Invest- 
ment Review need not concern us. I hope 
only that you charge a proper fee. 

Back in the 1920's brokers, investment 
banking houses, and security affiliates of 
banks were selling securities to the pub- 
lic; and some of the certificates issued 
were not very secure. The motivation 
was very often a commission and not 
necessarily the needs of the customer. 
Investment counsel, as we know it today. 
had its roots in that era. 

Generally speaking, banks were not 
giving advice to customers for a fee. 
Trust departments were not equity-mind- 
ed; those with investment sections, as 
we referred to them, were set up to an- 


; Swer questions rather than to undertake 


initiative. Advice was free and you usu- 
ally got what you paid for. 

The change in trust departments since 
that time is phenomenal: a large and 
growing market has developed for trust 
services. In part this results from the 
increasing emphasis on taxes as a motive 
for establishing trusts. No longer is pro- 
tection the basic consideration although 
it will always be one of the important 
duties of trustees. 


Needs Have Changed 


Even more important is the change 





Before 30th Mid-Continent Trust Conference, 
Trust Division, A.B.A., Dallas, Nov. 10, 1961. 
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that has taken place in the management 
concept of trustees. No longer is it con- 
sidered sufficient for trustees to invest 
at interest. As the individual has con- 
centrated more and more on equities, so 
the trustee follows in the steps he thinks 
the prudent man would take himself. 
The large trust departments have built 
extensive research organizations; and 
even the smaller departments must set 
themselves up so that they can research 
the research of others, so to speak. 

All this means that banks today have 
something to offer living individuals 
with accumulated wealth. The voluntary 
trust is one effective way of meeting the 
demand. It is interesting to note that 
in the reports of the Comptroller of the 
Currency from 1951-1958, the only re- 
liable comparative figures I know about, 
the number of voluntary trusts increased 
twice as fast as the number of trusts 
under wills. 

But without meaning to detract from 
the usefulness of this service, there are 
some disadvantages. There is a certain 
amount of resistance to a trust instru- 
ment: in the eyes of the customer it is 
a formidable document and has a tend- 
ency to frighten him a little. Further- 
more, the act of transferring ownership 
at the beginning and the end cannot be 
taken lightly and is sometimes a hurdle 
in the development of more business. 

The trust officer meets no such resist- 
ance in offering services of managing 
agent. The sales approach here is solely 
the qualification of the bank to render 
investment advice and to meet the cus- 
tomer’s needs. Yet I believe that banks 
have been slow to develop this business 
and sometimes afraid to price their 
product at a level necessary if they are 
to provide an organization to do the 
job. 


A Record Growth 


There are no figures that I know of 
to demonstrate the extent of the activity 
of the banks in this area. In a ques- 
tionnaire now being circulated we are 
hoping to develop some information on 


this point; in the absence of industry 
figures, I refer to the experience of The 
Bank of New York. I believe this is quite 
at variance with most banks. Our trust 
business goes back to 1830; but while 
common stocks were held in some trust 
accounts prior to 1930, it was not until 
1933 that we advertised that, as a matter 
of policy, we were going to buy com- 
mon stocks in trust accounts where the 
instrument permitted. Prior to that time, 
we had deevloped an investment research 
organization to support our entry into 
the investment management business in 
1931. Generally speaking, I believe that 
the reverse procedure has been the case 
with most banks: an investment research 
organization is organized first to service 
trust accounts and at a later date used 
to broaden the bank’s activities into in- 
vestment management. 

Our business has grown in number of 
supervised accounts every year but one 
since 1931. Commissions have doubled 
in the past 6 years, tripled in 10 years, 
and quadrupled in 14 years. This end 
of the business carries 40 per cent of 
the investment research expense of the 
bank, and makes operation of trust ac- 
counts that much more profitable. Fur- 
thermore, in the great majority of cases, 
the bank is named in a fiduciary ca- 
pacity in the wills of the customers em- 
ploying us as investment managers so 
that this business is a wonderful feeder 
for our trust operation. 


‘ Useful and Profitable 


Why has any bank hesitated to or- 
ganize a department to sell this service? 
I think the answer lies in a belief that 
greater clairvoyance is required in a 
management account than in a trust ac- 
count. When one is trustee, it is usually 
under a contract of some duration and 
not tied to market performance. With 
an investment management account poor 
results may cause dissatisfaction and 
loss of the business. 

There is no reason why banks cannot 
develop an investment service that will 
prove extremely useful to many custom- 
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ers and prospects. The record of The 
Bank of New York over 30 years bears 
me out. Between the end of 1937 and 
1938, a year of market decline, more 
accounts were closed than opened; but 
in no other year from 1931 to date has 
there been a net loss in business. I at- 
tribute this, in part, to proper selling. 
We are not the least interested in open- 
ing an account unless we believe we 
can truly satisfy the customer and es- 
tablish a continuing relationship. We 
are perfectly willing to spend money to 
analyze a customer’s needs and then 
present tentative recommendations which 
we believe are called for. It is usually 
possible then to determine whether or 
not the prospective customer is the type 
of person with whom we can work. 

At the start we concluded that proper 
compensation was a must. Not only 
must the commissions cover costs of re- 
search and administration, but they must 
be adequate to permit periodic visits be- 
tween the officer and the customer. I 
wish that trust fees allowed more leeway 
for calling on beneficiaries; but since 
our investment counsel fees are set by 
us, we have no excuse if they are not 
sufficiently high to permit proper serv- 
icing. 


Two ‘Degrees’ of Service 


On the subject of fees, there has al- 
ways been a spread between the charge 
made by private investment counsel 
firms and that made by most banks. 
Bank charges are generally lower, and 
this may result from a belief that many 
customers of banks prefer a less aggres- 
sive service. We have found that this is 
so with some but not with others. There- 
fore we offer two services: investment 
counsel and investment review. Many 
individuals prefer to hold a list of in- 
vestments and are not interested in 
change because one stock seems to have 
better prospects than another. Yet this 
group wants more than just safekeep- 
ing and are willing to pay someone to 
take the initiative when action is really 
called for. This we provide in our in- 
vestment review service which is admin- 
istered by our trust department. The 
fee is lower than the commission rate 
charged by our investment counsel de- 
partment. This department is entirely 
separate from the trust department, and 
we compete as to fees and type of serv- 
ice with the private investment counsel 
firms. 

Does the less costly service drive out 
the more expensive? Not on the basis 
of our experience. In the years 1956 
through 1960, numbers of accounts su- 
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pervised by our investment counsel de- 
partment increased at a somewhat high- 
er percentage rate than in the two pre- 
ceding 5-year periods when we did not 
have the investment review service. It 
is true that the investment review serv- 
ice has grown faster percentagewise 
than investment counsel over the past 
five years, but this starts from a smaller 
base. The point is that it is important 
to be able to offer the customer what 
he wants. If you price your product to 
cover average costs, the account requir- 
ing active management is getting a bar- 
gain while the elderly customer who has 
an “all right” list at low costs is paying 
too much and either can’t be sold in 
the first place or may give up the serv- 
ice and return to safekeeping without in- 
vestment advice. 


Account Size and Common Funds 


One of the great problems facing the 
banks which are active in the managing 
agency business is how to take care of 
customers who want bank management 
but who do not have accumulated 
wealth. We all know from our cost ac- 
countants that we must have a minimum 
fee to cover our costs. That figure is 
usually tied to an account of about 
$100,000. The minimum size is higher 
than that in many banks and may be 
lower in some. There are a surprising 
number of people today with accumu- 
lated wealth of $100,000 and above. 
Many trustmen say that this is our mar- 
ket and we should stick to it, yet we 
recognize the impact of inheritance taxes 
on estates, and have seen the further 
breakdown of fortunes as legacies are 
spread among heirs. In order to pro- 
vide for economical administration and 
adequate diversification for small trusts, 
the common trust fund was worked out 
with the regulatory authorities and leg- 
islative bodies. The growth in numbers 
and size of common trust funds is ample 
evidence of the usefulness and accept- 
ance of this device. 

Is there any good reason why banks 
should not be interested in helping with 
the building of an estate? I don’t believe 
so. | was appointed chairman of a com- 
mittee to determine what, if anything, 
can be done about it. In a nutshell, the 
problem is this: The common trust fund 
by regulation cannot be used as a com- 
mingled investment fund to attract the 
investment savings of individuals. More- 
over, there are reasons why this regula- 
tion will not and, as a matter of fact, 
probably cannot be liberalized. Your 
committee is firmly of the opinion that 
if we are seeking a vehicle to provide 





for the commingling of investment funds 
for management purposes we must look 
elsewhere. 

As we think about the subject, there 
are three questions that come up for 
consideration. 


1. Why should banks want to com. 
mingle managing agency accounts? 

2. If they want to, why can’t they? 

3. If they want to and can’t, what 
is there to do about it? 


Why Commingle Agencies 


There is no point in worrying about 
the last two questions until we find out 
the extent of the support that exists 
around the country for commingling jn 
the first place. So, let me tell why | 
think banks should be in favor of com. 
mingling. First, 1 doubt that there js 
any bank with a promotional program 
involving investment services which has 
not been asked to help someone who 
does not have a sufficient sum to per- 
mit a continuing management account. 
It may be a customer, the relative of a 
customer, or someone who was sent in 
by a customer. Even though there may 
be no potential trust business, there is a 
reluctance to turn away an inquiry when 
the problem is solely the size of the in- 
vestment fund involved. 

Of even greater concern is the busi- 
ness executive or professional person 
who is receiving a substantial income 
but has no inherited wealth. The execu- 
tive may be doing business with you in 
his capacity as an official of a company 
important to your bank; a professional 
person may be able to influence indi- 
viduals to do business with you. But 
quite apart from these considerations, 
he may well be a potential customer of 
the trust department in later years. Cer- 
tainly, if this is even a remote chance 
any one of us would be anxious to stim- 
ulate his interest during the years of 
accumulation. The last thing we should 
want would be to turn him over to some- 
one else and be left in the precarious 
position of hoping that this individual 
will again seek our services when he has 
accumulated a sufficient sum. Since we 
can’t ascertain ahead of time, the extent 
of his importance, the next best thing 1s 
to serve him anyway, and the important 
consideration is that it be done at 4 
profit. 


Service Not Sales Approach 


I am not advocating that we have the 
right to commingle managing agency 
accounts so that we can build a sales 
force to go out into the highways and 
byways to sell our particular fund o 
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a volu:ne basis. This is the business of 
the mutual funds, and they are doing 
a fine job of covering the country. The 
Bank of New York has substantial and 
very iniportant business from a number 
of mutual funds, and we have no thought 
of competing in their type of operation. 
| doub! that banks should undertake this 
business. even if they could, solely to 
build volume; it should be looked upon 


as a micans to serve existing customers 
and important prospects. If we had to 
build an organization solely for this 
purpose. | would be the last to advocate 


it. But every trust department is in the 
investment business, and every trust de- 
partment operating a common trust fund 
understands the basic problem of com- 
mingling assets held for more than 
one owner. We would be building on 
what we already have. We would be 
able to serve our customers regardless 
of the sums involved and at a profit. 

On the recommendation of my com- 
mittee, the Executive Committee of the 
Trust Division of The American Bank- 
ers Association has authorized the cir- 
culation of a questionnaire. Many of 
you will not at this point have any very 
firm convictions and so may hesitate to 
express yourselves. What my committee 
wants is an expression of opinion rather 
than an informed answer that would 
have to be based on a study of the tech- 
nical problems involved as well as pol- 
icy considerations in your particular 
bank. After developing some back- 
ground information we ask: “Do you 
think your bank would favor seeking 
legislation to permit the collective in- 
vestment of managing agency ac- 
counts?” In Boston, New York and 
Philadelphia there is 100 per cent agree- 
ment among the major banks that the 
answer should be “Yes.” 


A Different Attitude 


That was not so a year ago. I would 
like to quote from two letters from 


members of my committee. First from 


Bill Wolbach, president of the Boston 
Safe Deposit and Trust Company, “It is 
interesting to me that where the idea 
was new, and no attitudes had formed, 
there were no opinions at first. Then 
there came ready agreement that ra- 
gardless of their own position, banks in 
general should be permitted to com- 
mingle agency funds; and finally as they 
continued to think out loud, the growing 
conviction that this was a service they 
would want to provide themselves.” 
From Tom Ralph, senior vice president, 


_Fidelity - Philadelphia Trust Company: 


“The Executive Committee of the Trust 
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Division of the Pennsylvania Bankers 
Association were unanimous in their 
approval that we should be allowed to 
commingle agency accounts. I was very 
much surprised in the sentiments of the 
group representing the trust departments 
in the smaller communities. Evidently 
they have more directly felt the effect of 
the hard sell, even from part-time sales- 
men of the mutual funds. This competi- 
tion for the trust business is more severe 
than I had expected.” 

In New York, many of the banks have 
been conducting investigations on their 
own to determine whether there is not 
some avenue open to them to make their 
investment management service avail- 
able to customers who do not have 
accumulated wealth. This enthusiasm, 
so evident in the northeastern cities, 
does not extend south and west, so far 
as I can determine. We want to deter- 
mine why this is so, if it is. Question 
10 asks “Whether you think your bank 
will or will not favor the proposal of 
such permissive legislation, will you tell 
us why?” 


Policy Review Needed 


The services offered by trust depart- 
ments should effectively meet the de- 
mands of investment-minded men and 
women. Fiduciary services offered by 
banks have been broadened — and 
where a trust is called for, there is no 
question but that banks will be soliciting 
the business. On the other hand, in the 
case of the individual who wants invest- 
ment guidance but is not interested in 
a trust, there is not as yet the same 
willingness by banks in some areas of 
the country to serve as investment ad- 
viser. I believe that trust departments 
should reexamine their policies toward 
the managing agency account. 

Traditionally, trust departments have 
served as distributors of estate assets. 
Now, through the medium of the living 
trust and the managing agency, trust 
departments are in a position to assist 
their customers to build an estate. As 
this trend develops nationally, it will 
become obvious that the right to com- 
mingle investment funds where no trusts 
are involved is just as important as the 
right to commingle trust funds. Project 
your thinking into the future. Remem- 
ber, common trust funds were first au- 
thorized in 1937, but it was not until 
the 1950’s that their major growth took 
place. 

There are still many trustmen who 
have not convinced themselves that it is 
a good idea to commingle trust funds. 
Yet I doubt that anyone is opposed to 


the legislative right to operate common 
trust funds, if for no other reason thaa 
the fact that it affords the opportunity 
for a change of mind. This subject of 
commingling managing agency accounts 
should be approached in a similar fash- 
ion. It should be resolved on the ques- 
tion of whether or not it is good for 
the industry and not on the question of 
its usefulness to any one bank or area. 


A A A 


BANKERS AND MILLIONAIRES 


“Millionaires” were discussed in the 
August Journal of the Institute of 
Bankers (London) with some practical 
advice for bankers. Millionaires must 
have “inexhaustible ambition and a 
readiness to work yourself to death,” the 
author observes. “Very few readers of 
this Journal will ever become million- 
aires” but “a synod of experienced bank 
men could conduct a sophisticated analy- 
sis of the degree through which mil- 
lionaire honesty shades into fraud.” Re- 
ferring to the many intelligent and ex- 
perienced men who were hoodwinked by 
Kreuger, the author notes that “it is not 
the least important of a banker’s duties 
to study his millionaires, in posse as well 
as in esse, and to learn to discern any 
signs of straying.” 
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LIFE UNDERWRITER AND TRUST OFFICER 


Planning Former’s Estate One Step in Rapport 


CHARLES E. GAINES, C.L.U. 


Director, Institute of Insurance Marketing, Southern Methodist University, Dallas, Texas 


WOULD LIKE TO OFFER A FEW OBSERV- 
l ations that may be helpful in your 
work with life underwriters and then ex- 
press my own cenvictions as to why a 
closer rapport between our two groups is 
not only desirable but may even be call- 
ed a necessity. 

1. Life underwriters are woefully 
lacking in both their knowledge and un- 
derstanding of the trust and the role 
of the trust officer. 

This may be due to joint failure — 
failure on the part of the life insurance 
industry to include adequate training in 
the company programs as to trusts, and 
failure on your part to create a public 
relations program which would help cre- 
ate knowledge and understanding of 
your role and the service you can per- 
form for their clients. 

Unless the underwriter is exposed to 
C.L.U., campus training or a selected 
few company courses he never learns 
much about trusts; and since all men 
fear the unknown, he shies away from 
any mention of the trust, let alone rec- 
ommending it. 

On the other hand, since my students 
come from all parts of the country, I 
know that very few trust departments 
have made any concerted effort to tell 
their story to their local life underwrit- 
er’s association. Yet you would find that 
they would welcome such overtures and 
respond with enthusiasm toward any op- 
portunity to learn. 


Review the Underwriter’s Own 
Estate 


2. The trust is a necessity for any 
successful life underwriter if he hopes 
to create a successful estate plan. Every 
successful life underwriter owns a sub- 
stantial amount of life insurance and 
has a substantial deferred first year and 
renewal commission account. 

The substantial amount of life insur- 
ance always indicates the consideration 
of a trust to exercise flexibility in the 
estate plan, particularly in the event of 


From address before 30th Mid-Continent Trust 
Conference, Dallas, Nov. 10, 1961. 
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common disaster. Each year I have the 
opportunity to develop this concept with 
over 500 successful life underwriters; 
and while some may object to the use 
of the trust as primary beneficiary on 
the assumption that one can arrange a 
settlement option that will be satisfac- 
tory if his wife survives him, virtually 
all will agree that the trust is the only 
medium for the distribution of substan- 
tial sums of life insurance proceeds 
among minor beneficiaries. 


A substantial renewal account neces- 
sitates the use of the trust device for 
either income equalization or for income 
tax savings. By its very nature, a re- 
newal account results in a declining 
income. Many times that income is too 
high in the earlier years and too low 
in the later years. A trust with the power 
to accumulate or distribute provides a 
perfect vehicle to equalize the distribu- 
tion of this income. This aspect becomes 
increasingly important in the event of 
common disaster and particularly so if 
the children are of disparate ages. 


Even if equalization of income is not 
a problem, the income tax savings on 
renewal accounts can be substantial 
through the use of multiple trusts. Most 
agents’ contracts provide for the full 
payment of renewals, in the event of 
death, to the agent’s heirs or assigns. 
The typical agent has a reciprocal will 
which means that his widow becomes the 
sole heir to his renewal account. Since 
renewals are taxable as ordinary in- 
come, this creates a single taxpayer and 
subjects the income to a high income 
tax rate, and usually it is excess in- 
come not needed for the actual mainte- 
nance of the family. The creation of 
multiple trusts with the children as 
beneficiaries on an accumulation or dis- 
tribution basis makes it possible to cre- 
ate multiple taxpayers each in a low 
tax bracket. 


3. Once life underwriters understand 
the function of the trust and see the 
problems it can solve, they will become 
your best salesmen. I can say this with 
some assurance because I have seen it 


happen time after time with our gradu. 
ates. Help them plan their own estates, 
using the trust. and they will help you 
sell the general public. 


Close Rapport Essential 


My conviction that a closer rapport 
between our two professions is essential 
is based upon the belief that in the fu. 
ture life insurance will remain as the 
principal vehicle of estate creation but 
trusts will become a principal agent of 
distribution. 

This belief is based upon both eco- 
nomic and sociological factors, a steady 
rise in overall family income and a 
continuation of high taxes and increase 
in standard of living. 

If the predictions of the economists 
are accurate, the next ten years will see 
not only an overall increase in family 
income but on a comparative basis al- 
most a phenomenal increase in the over 
$10,000 income brackets. Due to the 
accelerated nature of our income tax 
and the continued pressure for higher 
standards of living, yesterday’s luxuries 
becoming today’s necessities, these 
people will find themselves with little 
investible surplus but with a large capi- 
tal requirement to provide either income 
for their families in the event of prema- 
ture death or adequate income at Ie 
tirement. Both eventualities indicate the 
purchase of life insurance, for only 
through life insurance can an individual 
with limited surplus provide the capital 
immediately needed in the event of pre: 
mature death, and the annuity principle 
inherent in life insurance makes it pos 
sible for an individual to convert 4 
relatively modest capital accumulation 
into adequate retirement income. 

These same factors dictate the use o 
the trust as an agent of distribution. If 
death occurs prematurely, these eo 
nomic conditions suggest greater flex 
bility and variety in estate distribution 
plans than can possibly be arranged 
through the standard settlement option: 
If the individual lives to retirement. 4 
combination of the fixed dollar guaranty 
of the annuity option plus funds investé 


Trusts AND EstaTEs 











lu. 


ou 


nily 


ver 

the 

tax 
sher 
iries 
ese 
ittle 
‘api: 
ome 
ma: 
t Te 
» the 
only 
dual 
pital 
pre: 
ciple 


Tt a 
ation 


se of 
vn, If 

eco- 
flexi- 
ution 
inged 
tions. 
ant, a 
ranty 
veste 


TATES 


throug: @ trust offer maximum protec- 
tion ag mst the vagaries of the economic 
cycles. 

Fron a sociological standpoint, the 
contin. | growth of group welfare pro- 
orams h as social security and group 
and per on plans supports any position. 
All of + .cse programs are relatively in- 
flexible and hence create the necessity 
for flexi >ility in the distribution of other 
assets o! the estate, and in my opinion 
only the trust can provide the necessary 
flexibilits. 


All of our industry research tends to 

prove that the ownership of life insur- 
ance is in almost direct proportion to 
the education of the mdividual insured. 
Hence as the educational level of our 
people rises, it is only reasonable to as- 
sume that ownership levels of life in- 
surance will rise and you as trust offi- 
cers will find more of it to integrate into 
your estate plans. 
' Furthermore, although I know of no 
statistics to prove it, | am certain that 
use of all the facilities a modern bank 
possesses also rises with the educational 
level. Does this not indicate that our two 
great institutions must work together 
towards closer teamwork and rapport if 
we are to provide our clients with the 
service to which they are entitled? 









ste 


A new type of vending machine now sup- 
plies international air travelers with francs, 
ire, marks or pounds in exchange for a $5 
bill. Two such money changers have been 
installed at New York International Air- 





| port by Perera Company, Inc., specialists in 
| ‘reign currencies. The dispensers, first of 
| their kind, are manufactured by National 
ejectors, Inc., a subsidiary of Universal 
_ Match Corporation. Through use of an elec- 
trie eye the machine will reject anything 
ut a genuine $5 bill. At the press of a 
button the foreign currency selected by the 
Customer is dispensed in a small paper box. 
€ amount is determined by the current 
rate of exchange less a service fee of about 
30 cents. Purpose of the machines is to 
ees the traveler with enough money for 
‘cab to the hotel, tips and a telephone call 
or so when he arrives in a foreign country. 
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Global Consumption of 
Goods to Expand 


According to a study prepared by 
Charles H. Kellstadt, board chairman of 
Sears, Roebuck & Co., overall free world 
consumption of goods over the balance 
of this decade will rise somewhat faster 
than population, although this increase 
will be spotty, with both investment 
flow and outside technical assistance de- 
pendent upon conditions in the less-de- 
veloped countries. Demand for manu- 
factured goods, especially durables, will 
be particularly strong in Western Eu- 
rope, Japan and Latin America as per 
capita incomes improve. In the United 
States, emphasis will be upon new and 
redesigned products, with more varied 
service items taking an even larger part 
of the consumer budget. These views 
were presented at the International In- 
dustrial Conference in mid-September 
in San Francisco, jointly sponsored by 
the National Industrial Conference 
Board and Stanford Research Institute. 

In the United States, consumer in- 
come is the highest in the world and also 
relatively well distributed. Durable 
goods demand has been well met except 
for replacement and credit will be a 
lesser factor in this area than during 
the *50s. Changes in distribution facili- 
ties are likewise making shopping easier, 
with a trend toward credit buying for a 
broader range of goods and services. 

Mr. Kellstadt also outlined the experi- 
ence of his organization in Latin-Amer- 
ican merchandising operations which 
demonstrates the wisdom of developing 


local sources of supply. A middle class 
income group evolving there is learning 
to use instalment credit, with almost 
50% of sales volume in that class, com- 
parable to experience in the United 
States, 

Of the approximately three billion 
world inhabitants, slightly over a billion 
are in Red China, Soviet Union and 
other Communist bloc countries. Of the 
balance, less than 600 million are in 
developed countries, which means that 
well over a billion people are living at 
close to subsistence levels. The problem 
of helping these masses toward better 
living conditions is a hard one but of 
primary importance to the free world. 
according to the speaker. 


A BA BA 


England’s Public Trustee 
Reports Increases 


The number and value of new cases 
accepted by the Public Trustee of Eng- 
land increased during the fiscal year 
ending March 31, 1961. The 448 new 
cases of a total value of [7,748,021 ac- 
cepted during the year were 53 more 
in number and §2.345,.765 more in value 
than during the previous year. 

The average value of trusteeships was 
£16,895 compared with £16.267 the pre- 
ceding year and of executorships £16.- 
869 compared with £11,231. The per- 
centage of new cases under £5.000 
dropped from 59.1% to 55%. The total 
value of cases under administration at 
the 3lst of March, 1961. is estimated 
at £228.000,000. 
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TT NTERESTING AND IMPORTANT CONCLU- 
I sions are drawn about this country’s 
pension business in the latest addition to 
the Pension Research Council’s publica- 
tions. Under the unattractive title: De- 
cision and Influence Processes in Private 
Pension Plans (Richard D. Irwin, Inc.), 
Professor James E. McNulty, Jr., of the 
Wharton School of Finance and Com- 
merce, reviews the “administrative and 
working phases . . . of pension activity” 
with a view to judging their influence 
on the security of pension benefits. This 
is thus the third volume in the Council’s 
series designed to explore the validity 
of benefit expectations under pension 
plans.* 

Professor McNulty records the results 
of his personal interviews with 48 “in- 
fluential persons” employed by corpora- 
tions with pension plans, funding insti- 
tutions, and service agencies. His mono- 
graph contains nine chapters and an ap- 
pendix, and extends to 128 pages. While 
much of his phraseology is jargon — 
“exited employees.” “multiplant firms,” 
“generalist lawyers.” “judgmental situ- 
ations” — and his style turgid, the au- 
thor has covered a wide field and made 
some important evaluations. It would 
be a pity if the reader failed to persevere 
with this slim volume. 





The Employer’s Activities 


The four chapters following the intro- 
duction consider the employer in his role 
as originator, administrator and finan- 
cial manager of his pension plan. Pro- 
fessor McNulty notes that whereas top 
management is usually closely connected 
with the iniiial development of a pension 
plan — which implies a sense of obliga- 
tion in making good on pension prom- 
ises — this is less true in the later 
stages when amendments are required. 
He observes that the frequent separation 
of plans for employees at different loca- 
tions tends to dilute the security of 
those at the less profitable plants. He 


Aaron, respectively, were mentioned in the January 
and September issues of this column. 
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*The first two, by Edwin W. Patterson and B- 
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finds that the control of record-keeping 
procedures is “rather incomplete.” And 
it is apparent that many employers par- 
ticipating in multiple-employer plans of 
the “cents per hour” type do not feel 
responsible for the pensions eventually 
to be paid. 

In his review of the financial man- 
agement of pension plans by employers 
McNulty concludes as follows: 

“If one believes in and trusts the 
official role of the private enterprise 
firm (sic) as the allocator of re- 
sources in an economy such as we 
have, then, except for specific in- 
stances of wrongdoing or incompe- 
tence, he can only look with approval 
on the resourcefulness of business en- 
terprises managing their pension af- 
fairs [as they are presently doing]. 
If, on the other hand, one associates 
security in private pensions with a 
particular form of financial behavior 
by employers, then he will be deeply 
disturbed by the opportunities for and 
practices of financial maneuver for 
the sake of weaving pension costs 
into the financial needs and plans of 
the firm whose managers are of course 
subject to other influences besides 
those of their employees.” 

The Financing and Service 

Agencies 

Chapters VI through VIII are con- 
cerned with the various service agencies 
that administer pension plans on behalf 
of the sponsoring employer. In the first 
of these three chapters consideration is 
given to insurance companies, banks 
with trustee powers, and mutual funds. 
That the last of these is given equal con- 
sideration is indicative of their grow- 
ing importance in the pension field. Mc- 
Nulty observes that “a number of mutual 
funds are either developing their own 
actuarial departments or are affiliating 
with agencies having actuarial person- 
nel in them.” This is certainly a new 
facet of the pension business and is, 
perhaps, a logical concomitant of the 
employer’s willingness to “split” his in- 
vestment portfolio between the insur- 
ance company with its fixed-income in- 
vestmenis, and an all-equity portfolio 

with a well-publicized history of growth. 
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For Professor McNulty’s enquiry the 
adequacy of the pension fund is all-im- 
portant. Yet it is clear that the intense 
competition between the three funding 
media has led to a reduction of the poli- 
cing activities that insurance companies 
and many corporate trustees have under- 
taken to ensure the adequacy of the 
employer’s funding program. Another 
consequence of this competitive climate 
is that “the true outlay costs associated 
with using the different funding arrange- 
ments” has been obscured, presumably 
by enthusiastic, but ill-prepared, sales- 
men. 

In the next chapter (Chapter VII) the 
author turns to the various pension serv- 
ice agencies operating as “consultants,” 
“actuaries” or “administrators,” though 
these terms are not mutually exclusive. 
He points out that there is a serious 
question of “generalization versus spe- 
cialization” in this field. Our own ex- 
ample of this is the case of the “pen- 
sion consultant” who designs a plan 
that the actuary cannot “cost” — though 
the obverse of the coin is the actuary 
who designs a plan with benefits that 
are convenient to evaluate actuarially! 

Professor McNulty refers to the ne- 
cessity of improving communications be- 
tween the various service and financing 
agencies, and the employer himself. As 
an example of this failure he writes: 

“Another periodic function of the 
actuary is to make forecasts of the 
payouts from the fund which the 
client might be accumulating either 
with an insurance company under 4 
deposit administration arrangement 
or with a bank trustee. These fore- 
casts have relevance to any funding 
agency estimate of the adequacy of 
the client’s fund and also, in the case 
of most bank-trusteed plans, to the 
liquidity requirements of the port- 
folio .. . It is charged by some of the 
funding agencies and investment ad- 
visors that the forecasts are appal- 
ently often not made, or, if they are 
made, not transmitted to these agen- 
cies. In some cases, it is said by 
actuaries that employers will not pay 
for such payment projections.” 


We can confirm this failure by actu 
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aries to make “emerging costs” projec- 
tions, but the explanation is very simple. 
The annual actuarial valuation at x% 
interest--for which the actuary charges 
his client a fee that is seldom consid- 
ered too small—gives no information at 
all about the projected annual outgo al- 
though. in fact, it has discounted and 
aggregated precisely these figures with- 
out obtaining them individually. The 
actuary must, therefore, make further 
separate and detailed computations if he 
is asked to supplement his valuation cal- 
culations with estimates of future benefit 
payments. We have known very few cli- 
ents who consider this duplication of 
the actuarial fee worth paying. Hence 
the estimates of “emergings” are not 
made! 


Lawyers and Accountants 


The author’s interpretation of his in- 
terviews with the employers’ lawyers and 
accountants is found in Chapter VIII. 
He remarks that the pension field is not 
regarded as specialized by the attorneys 
themselves, and that there were “indica- 
tions of a considerable amount of “do-it- 
yourself’ work with respect to the prepa- 
ration of pension documents, a situation 
which indeed is not all bad, particularly 
if legalisms are standard and other types 
of information are more important to 
the construction of a sound pension 
document.” Thus writes the layman, di- 
rectly al variance with the expressed 
views of the American Bar Association.+ 
As to the accountants, the author finds 
them “giving . . . much thought to such 
questions as proper costing, disclosure, 
and valuation [of costs and assets].” 
However when he reports that two firms 
were requiring their client-employers to 
spread capital gains over a five-year pe- 
riod for accounting purposes, and to 
write-off actual capital losses immedi- 
ately, it would be interesting to know 
whether consideration had been given 


| to the tax effect of such a policy as re- 


vealed by Rev. Rul. 57-550 and the Tax 
Regulations. 


Summary 


The summary of findings in the last 
chapter (Chapter IX) refers (1) to the 
gaps in communication, and the possible 
conflicts of interest between the various 
service and financing agencies and the 
employer, and (2) to the tendency of 
employers to integrate their pension fi- 
nancing with their overall company af- 
fairs. Neither of these features enhance 
the security of pension expectations. 





a 


‘ See the October and November issues of this col- 
mn. 
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MEDIUM-RANGE SOCIAL 
SECURITY PROJECTIONS 


HOSE OF US INTERESTED IN DISEN- 
| yor te fact and fiction in asser- 
tions about our social security system, 
may be referred to two booklets pub- 
lished by the Social Security Administra- 
tion of the U. S. Department of Health, 
Education, and Welfare.* Two innova- 
tions of these studies are: (i) The as- 
sumption that the average annual earn- 
ings of covered persons will increase at 
the rate of 3% yearly through 1975, and 
(ii) The recognition of the possibility 
that the maximum earnings base (pres- 
ently $4,800 a year) will also increase 
— on average — at the same 3% rate. 

It is shown in these studies that, mak- 
ing both assumptions, the present $22 
billion fund for OASDI benefits is like- 
ly to have increased to $81 billions by 
1975. And while the annual benefit out- 
go is presently 59% of the total fund, 
by 1975 it will be 41%. So much for 
those who say the fund is being exhaust- 
ed — and for those who say it is grow- 
ing too fast! We have heard both schools 
of thought. 

The booklets are (relatively) non- 
technical, and are available (without 
charge) from the Administration. They 
are warmly recommended to anyone 
who wishes to be armed with statistics 
about the near-future of the social se- 
curity system. 


*Medium-Range Cost Estimates for OASDI under 
Increasing Earnings Assumption, by Robert J. My- 
ers (Actuarial Study No. 53, 1961) Economic As- 
sumptions Underlying the Medium-Range Projec- 
tions of the Federal OASI and DI Trust Funds, 
1966-1975, by Moses Lukaczer (Division of Program 
Research, 1961). 


Continental Bank Fund 
Increases 54.4 Per Cent 


Total assets in the Continental Illinois 
Investment Trust for Employe Benefit 
Plans increased 54.4% during the fiscal 
year ended Sept. 30, according to the 
trust’s sixth annual report. 

Assets amounted to $95,375,565 at 
the close of the year, compared with 
$61,757,524 a year ago. Contributing to 
the significant growth was an increase 
of over 100% in the asset value of the 
trust’s equity fund. This increase was 
due in part to almost continuously ris- 
ing stock prices. However, the rise in 
stock prices during the year resulted in 
a sharp drop in anticipated yields, from 
3.42% to 2.70%. The yield on fixed in- 
come units remained high. 

The investment trust has grown at an 
average rate of more than $1,400,000 
per month since it was established in 
1956. A total of 264 pension and profit 
sharing funds participate in the trust. 

A A OB 
Trustees Executors & Agency 
Co. Reports Gains 


Assets under administration by the 
Trustees Executors & Agency Co. Ltd., 
Melbourne — the oldest trustee company 
in Australia, incorporated in 1878 — 
amounted to £59,685,000 as of June 30, 
1961. This represents an increase over 
the previous year and compares with 
£43,320,000 ten years earlier. 

The annual report included tables of 
estate duties payable for estates ranging 
from £1,000 to £500,000 in Victoria and 
in New South Wales. 
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TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ALABAMA 
MOBILE—At AMERICAN NATIONAL BANK & TRusT Co. Rich- 
ard W. Teele named trust officer and Leslie C. Williams asst. 
trust officer. 


CALIFORNIA 
LOS ANGELES—CITIZENS NATIONAL BANK elected Archi- 
bald Eccleston and Ross N. Boreson asst. trust officers. 





kk kkk 

LOS ANGELES—James E. Shelton, 
board chairman, and Chester A. Rude, 
vice chairman, will retire January 31 
1962. Shelton, named senior board 
chairman, thereafter will be designated 
chairman emeritus and will continue to 
serve as a member of the executive 
committee and chairman of the trust 
committee. Rude expects to continue 
as a member of both the bank’s board 
and its executive committee. Lloyd L. 
Austin elected board chairman and continues chief executive 
officer of the Bank; Frederick G. Larkin, Jr., elected presi- 
dent. Edwin H. Corbin elected executive vice president — 
trust, a new designation, continues in charge of the trust 
department, and also joins the managing committee. Corbin 
joined Security Bank 38 years ago. He has had experience 
in practically every phase of banking and received his LLB 
degree from Southwestern U. 

At Pasadena office, Mrs. Dorothea M. Allin appointed asst. 
trust officer. 





EDWIN H. CORBIN 





SAN DIEGO—Victor P. Whitney named head of new busi- 
ness development division of the trust department of FIRST 
NATIONAL TRUST & SAVINGS BANK and promoted to asst. 
trust officer. Whitney comes from the position of an estate 
planner with Connecticut General Life Insurance Co. of Los 
Angeles, prior to which he was a trust administrator with 
Bank of America in Los Angeles. He is a graduate of U. of 
California, cum laude. 


FLORIDA 

MIAMI—Willard R. Brown will resign January 1 as vice 
president and senior trust officer of First NATIONAL BANK 
to become a partner in the law firm of Shutts, Bowen, Sim- 
mons, Prevatt & Boureau. Carl H. Bruns succeeds him as 
head of the personal trust department. 

SARASOTA—David W. Putnam becomes vice president and 
trust officer of the NATIONAL BANK OF SARASOTA in charge of 
the new trust department, as of January 1. He recently re- 
tired as vice president, trust officer and counsel of City 
NATIONAL BANK & TrRusT Co. of Columbus, Ohio, having 
been vice president of the predecessor bank (COMMERCIAL 
NATIONAL) since 1925, and carrying over when the merger 
occurred in 1929. A graduate of College of Law, Ohio State 


U., Putnam is a past president of Ohio Fiduciaries Research 
Association. 





Davip W. PUTNAM 
Sarasota 


ROBERT L. HOGUET 
New York 


HENRY J. COCHRAN, Jr. 
New York 
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GEORGIA 


ATLANTA—Promoted to asst. trust officers at Trust Coy. 
PANY OF GEORGIA were Edd Larry Eidson and Thomas |, 
Lanier. Eidson holds a B.A. degree from Georgia State Col. 
lege of Business Administration and an LL.B. from Woodrow 
Wilson College of Law; Lanier a B.S. from Georgia Teachers 
College and B.A. from Georgia State, and is now working 
toward his law degree at Woodrow Wilson. 


ILLINOIS 


CHICAGO—Raymond W. Kinzie became asst. trust officer at 
LAKE VIEW Trust & SAVINGS BANK. 


INDIANA 


SULLIVAN—Robert W. Pierce, executive vice president 
and trust officer, named president of SULLIVAN STATE Bank. 


KANSAS 


SALINA—G. L. KEELING joined FARMERS NATIONAL BANK 
as trust officer, formerly having been assistant city attorney. 


KENTUCKY 


HOPKINSVILLE—L. O. Graham advanced to executive 
vice president and trust officer of PLANTERS BANK & Trust 
Co.; William G. Deatherage to president replacing P. E. 
Chappell, retired. 


MASSACHUSETTS 


BOSTON—Albert E. Hall promoted to asst. vice president 
and trust officer in the trust operations department of New 
ENGLAND MERCHANTS NATIONAL BANK. 


MINNESOTA 


MINNEAPOLIS—Roy N. Gesme retired from NorTHWEST- 
ERN NATIONAL BANK after 43 years in banking. Elected asst. 
vice president and asst. trust officer in 1938, he became vice 
president in 1946. Gesme is a graduate of Minnesota College 
of Law; much of his energy now will be directed to his posi- 
tion as Trustee for the P. W. Skogmo Foundation. 


NEW JERSEY 


CAMDEN—First CAMDEN NATIONAL BANK & Trust CO. 
promoted James E. McCaughey to trust officer and elected 
Robert W. Jackson asst. trust officer. 


DOVER—Andrew B. Jenkins, previously cashier and trust 
officer of NATIONAL UNION BANK, made vice president and 
cashier; and Stephen E. Armitage, trust officer. 


NEW YORK 


BUFFALO—MANUFACTURERS & TRADERS TRUST Co. promoted 
Edward K. Pettapiece to trust operations officer; Bernard J. 
Connelly to asst, trust officer; Roy R. Neureuter to asst. 
investment officer; Charles A. Crockett to estate planning 
officer; and Ernest E. Hambleton to asst. estate planning 
officer. Pettapiece, with the trust department throughout 
his banking career, is a past director of the American Insti- 
tute of Banking. Connelly ‘is a graduate of U. of Buffalo; 
and Neureuter educated at Nichols School and Lehigh U. 
Crockett, with the estate planning department since 1953, is 
a past president of the Estate Analysts of Western New 
York. Hambleton was educated at Duke U. 


MINEOLA—Eugene V. Colligan named trust officer of 
FRANKLIN NATIONAL BANK OF LONG ISLAND. He was formerly 
with the corporate trust division of CHASE MANHATTAN 
BANK. 


NEW YORK—Henry J. Cochran, Jr. named vice president 
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JAMES A. FRYATT 
New York 


CHARLtS Jj. CLUNE 
Ne York 


EMILE M. CUSTEAU 
New York 


of BANKERS TRUST Co. in the investment advisory division; 
Clark R. Green an asst. trust officer in personal trust divi- 
sion. Wilder Foote, III and Francis J. Moynahan named 
assistant secretaries in corporate agency division; and 
4. Cox assistant secretary in investment advisory. 
Cochran joined Bankers Trust in 1946 after service in the 
U.S. Marine Corps, is a graduate of Hotchkiss School (Conn.) 
and received a B.A. degree from Princeton U. in 1932. 


NEW YORK—Charles J. Clune and James A. Fryatt pro- 
moted to vice presidents in the trust department of CHASE 
MANHATTAN BANK. Clune, who joined the bank in 1950, is in 
the investment division; Fryatt is in personal trust and 
joined in 1928. 

Others advanced in the trust department were Robert 
B. Miller, Jr. and Joseph O’Shaughnessy to asst. vice presi- 
dents; Thomas F. Coyle to agency officer; and Floyd A. 
Dunston to personal trust officer. 


NEW YORK—Robert L. Hoguet, senior vice president, as- 
sumes supervision of the trust division of First NATIONAL 
Ciry BANK, having been formerly in charge of the national 
division’s seven geographical districts in the eastern portion 
of the United States. Eben W. Pyne, senior vice president 
and former head of the trust division, will be in charge of 
the bank’s downtown headquarters at 55 Wall Street. 


NEW YORK—New officers in the personal trust division of 
MANUFACTURERS HANOVER BANK are: asst. vice presidents 
Emile M. Custeau, Stanley B. Doyle, Jr., William F. Siebert 
— all in will review; Nicholas R. Hoff and Lester C, Winter- 





} ome 
STANLEY B. DoyLE, JR. WILLIAM F. SIEBERT NICHOLAS R. HOFF 
afeldt, both in investment research. Elected asst. trust officer 
in investment research were George Balamaci, Robert P. 
Eversmann and Thomas R. Hay, Jr., and in will review 
Frank E. Leonard, Jr. 

Custeau was a tax attorney prior to joining the bank in 
1954 as a trust consultant, and had previously been tax 
editor for Research Institute of America. Doyle, with the 
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LESTER C. WINTERFELDT 


CARL W. KLEMME 
New York 


New York 


ALLAN C. FINKE 
Portland, Ore. 
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bank since 1957, is a graduate of St. John’s U. and New 
York U. Law School. Siebert came to the bank in 1951; is 
a graduate of New York U. Hoff joined the bank in 1946 
after experience with investment organizations. Winterfeldt 
also joined in 1946 as a security analyst and is presently 
specializing in the analysis of oil and metal firms. 

NEW YORK—Carl W. Klemme named vice president of 
MorGAN GUARANTY TRUST Co. where he is chief operations 
officer in trust and investment division. A graduate of Yale 
in 1950; he received a master of business administration de- 
gree from New York U. in 1956. 


OHIO 


CINCINNATI—Lewis B. Daniel named asst. trust officer 
of FirtH THIRD UNION Trust Co. A graduate of Cornell 
U., Daniel attended the graduate school there and the Na- 
tional Trust School. 


OREGON 


PORTLAND—New appointment in the First NATIONAL 
BANK OF OREGON’s statewide trust department are: Portland 
head office: Allan C. Finke, trust administration supervisor; 
Eugene R. Linville, head of the bank’s private trusts section; 





EUGENE R. LINVILLE WILLIAM L. SCHAUMBERG 


. WILLIAM J. JoNEs 


William L. Schaumberg, corporate trust officer; and William 
J. Jones, trust business development officer. Finke, a graduate 
of U. of Oregon and Pacific Coast Banking School, was re- 
cently elected president of the Trust Companies Association 
of Oregon. In his new post he succeeds Richard A. Welch 
who recently joined First National Bank of Arizona, Phoenix. 

Linville, a member of the trust department since 1936, 
became trust business development officer in Portland in 
1958. Schaumberg, a graduate of U. of Nebraska School of 
Law, for the past six years has been in charge of the 
bank’s Salem trust office, where he will now re replaced 
by Garth L. Steltenpohl, named trust officer, who is a grad- 
uate of U. of Oregon and Northwestern School of Law. 
Jones is a graduate of U. of Portland where he majored in 
economics. 


PENNSYLVANIA 


PHILADELPHIA—FIDELITY-PHILADELPHIA TRUST Co. ap- 
pointed Otis F. Shepherd a vice president in trust administra- 
tion. Shepherd received his B.S. in economics at U. of Penn- 
sylvania’s Wharton School and B.L. at Temple U. Law 
School and joined the bank in 1924. R. Price Hagy and 
Samuel R. Hill were appointed asst. trust officers. 


PHILADELPHIA—William D. van Ingen joined the trust 
department of LIBERTY REAL EsTATE BANK & TRUST Co. to 
head the estate planning activity. He was formerly with 
New York Life Insurance Co. and more recently with Amer- 
ican Heritage Insurance Co. 

PHILADELPHIA—Alfred H. Cole, chartered life under- 
writer and general agent in Philadelphia for the Berkshire 
Life Insurance Co., joined PHILADELPHIA NATIONAL BANK 
as a trust officer where he will be associated with the estate 
planning and sales staff in the personal trust department. 
He is a graduate of U. of Pennsylvania Wharton School. 
PHILADELPHIA—William H. Barwig promoted to vice 
president at PROVIDENT TRADESMENS BANK & Trust Co.; 
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WILLIAM J. BARWIG 
Philadelphia 


WILLIAM L. FOUSE 
Pittsburgh 


RICHARD F. GREGG 
Pittsburgh 


Thomas C. Pattison to trust investment officer; and Alex- 
ander Chance and John J. Bayer to asst. trust tax officers. 
Barwig, graduate of U. of Pennsylvania Wharton School, 
joined the bank in 1928 as a member of the trust department, 
became a trust officer in 1946. Pattison, who joined in 1952, 
attended Lehigh U. Chance has held the position of supervisor 
of the estate and inheritance taxes section. 


PITTSBURGH—MELLON NATIONAL BANK & TRUST CoO. 
elected Richard F. Gregg an asst. vice president in the trust 
department. A graduate of U. of Pittsburgh, Gregg attended 
U. of Pennsylvania’s Wharton School, began his banking 
career in 1935 with Union Trust Co. and was investment 
officer at the time of his current appointment. 

William L. Fouse and Glenn L. Guy appointed investment 
officers in the trust department. Fouse, graduate of U. of 
Kentucky, received his Master’s Degree from its Graduate 
School of Business Administration. Guy, a Pennsylvania 
State U. graduate, joined Mellon in November, and was for- 
merly sales manager of the Warner Co. (chemicals and 
building supplies). 

Arthur M. Scully, Jr.. appointed trust officer. A graduate 
of U. of Pittsburgh, Scully was assigned to the estate plan- 
ning division in 1957. 


GLENN L. Guy 
Pittsburgh 


ARTHUR M. SCULLY, JR. 


JACK J. Drorrcourr 
Pittsburgh 


Fort Worth 


Named assistant secretaries in the trust department were 
James C. McGough (new business and estate planning divi- 
sion) and Miss Elizabeth R. Vates (trust investment research 
division). McGough is a Princeton graduate; Miss Vates of 
Wilson College. 


YORK—Carlton E. Hughes, Jr. named trust officer of Na- 
TIONAL BANK & TRUST Co. OF CENTRAL PENNSYLVANIA and 
will divide his time between offices in York and Harrisburg. 


TEXAS 

DALLAS—William R. Blackwell elected asst. trust officer of 
TEXAS BANK & TRUST Co. 

FORT WORTH—Jack J. Droitcourt joined Fort Wortns 
NATIONAL BANK as head of the tax section of the trust 
department. Droitcourt has been with the Estate and Gift 
Tax Division of the Internal Revenue Service for the past 
four and a half years. Holder of an LLB degree from St. 
Mary’s U. School of Law, he also studied taxation at Southern 
Methodist Graduate School of Law. 


VIRGINIA 
RICHMOND—STATE-PLANTERS BANK OF COMMERCE & 
TRUSTS promoted T. Floyd Kelley, Jr. to trust officer; William 
E. Cooper to asst. trust officer. 








REAL ESTATE OFFICER 


A leading New York bank seeks a man of 
high caliber, probably in his forties, who 
has had broad experience in handling real 
estate, especially private estates and large 
homes. The opportunities, salary and bene- 
fits offered are attractive. All communica- 
tions will be received in confidence. Sub- 
mit resume to Box H-112-2, Trusts and Es- to 
tates, 50 East 42nd Street, New York 17, 
New York. 











TRUST OFFICER 
WANTED 


Forty million dollar Western Michigan 
bank has opening for aggressive man to 
head newly established Trust Department. 
Legal background or previous trust expe- 
rience required. Salary open. Send resume 


Rox H-112-1, Trusts and Estates 
50 East 42nd St., New York 17 


: EXECUTIVE PLACEMENT | 


Individuals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 











HAA 


TRUST DEPARTMENT OPPORTUNITIES 
IN SOUTHERN CALIFORNIA 


The rapid growth of our Trust Department is creating exceptional. 


opportunities for 


TRUST ADMINISTRATORS 


Candidates possessing a minimum of two years’ experience in the 
administration of trusts and estates are invited to apply. 


Attractive salaries and relocation assistance offered. 


Please send resume, including salary data to 


Box H-110-2, Trusts and Estates 
30 East 42nd St., New York 17 


TT 


1182 


Investment officer, 30, unmarried, 
MBA, six years experience in large New 
York bank and small New England in- 
stitution. Desires similar duties in a 
growing situation in southwestern U.S. 
Resume on request. 111-2 


Trust administrator, 31, BS, BA, MBA, 
Six years experience in estate and trust 
administration—four in Massachusetts, 
two in New York. Desires position as 
: assistant trust officer in New England 
or New York. 111-3 


Assistant trust officer, BA, married, 
middle 30’s, 8 years experience in small 
to medium sized trust department, de- 
sires opportunity to advance. General 
knowledge of operations, administration, 
taxes and investments, willing to special- 
ize, 111-4 

Attorney, three years trust and estate 
administration in large:trust department, 
ten years general business and legal eX- 
perience; desires trust officers position 


Trusts AND EsTATES 
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TRUST EXECUTIVE 
WANTED 


Excellent opportunity for qualified trust 


department executive to organize and de- 
velop a trust facility in a rapidly growing 
Denver metropolitan area bank. Salary and 
bonus commensurate with experience, edu- 
cation and ability to perform, Retirement 
program. insurance, plus a really great 
family area in which to live. Send complete 
resume and current photograph to Box 


H-111-8. Yrusts and Estates, 50 East 42nd 
Street, New York 17. All replies will be 
held in strictest confidence. 











smaller rapid growth organization; mar- 
ried, family, thirties. 111-6 


Trust officer, 34, fifteen years trust 
banking experience in all phases ef 
operations and administration now de- 
sires position of #2 man in a medium 
size department or #1 man in a new 
small department. Will relocate for right 
opportunity. 111-7 


Attorney, Trust Officer, 37; ten years 
legal practice in community property 
state, now manager of small department, 
wishes to relocate near San Francisco, 
Bay Area with larger institution; ef- 
fective administrator and new business 
producer. 112-3 


Cuban and American lawyer, 50’s, 30 
years experience in planning, organiza- 
tion and administration of investments, 
trusts, estates, wills; international cor- 
porations, security analysis, financial ad- 
vice, international public relations. Mini- 
mum starting salary $12,000. 112-4 


Assistant Trust Officer, LL.B., mid- 
thirties, 8 years experience in drafting 
wills and trust agreements, administra- 
tion of estates, trusts and agencies; de- 
sires trust officer responsibilities with 
medium-sized trust department in south- 
ern New England, N. Y., N. J., or east- 
ern Pennsylvania. 112-5 


Attorney, 33, five years in large metro- 
politan trust department supervising ad- 
ministration group; 4 years prior legal 
experience. Extensive background in es- 
tate administration, trusts, taxes and 
planning. Desires trust officer responsi- 


Vbility in New York City or vicinity. 


112-6 


—___ 


CHANGE OF ADDRESS, 
MERGERS, NEW TRUST POWERS 


Ontario, Cal. — Trust department of 
First NATIONAL BANK moved to 437 
North Euclid Avenue. 

Jacksonville, Fla. — The new First 
NATIONAL BANK & TrRusT Co. opened 
November 17 with E. L. Crossett, Jr. 
as president, Rex W. Mixon as vice 
president and trust officer and Thomas 
Simmons asst, trust officer. 

Springfield & Westfield, Mass. — 
HAMPDEN NATIONAL BANK & Trust Co., 
Westfield consolidated into THIRD Na- 
TIONAL BANK & TrRusT Co., Springfield. 
Franklin H. Gath, president and trust 
officer of the former, became executive 
vice president and a director of THIRD 
NATIONAL BANK OF HAMPDEN COUNTY 
(resultant title) and will manage the 
Westfield office. 

Newark & West Orange, N. J. — 
Stockholders of NATIONAL NEWARK & 
EssEX BANKING Co. and the First Na- 
TIONAL BANK of West Orange voted to 
merge the banks under the charter of 
the former, subject to supervisory ap- 
proval. 

Poughkeepsie, N. Y. — First NATION- 
BANK of Poughkeepsie merged with 
Firs? NATIONAL BANK of Highland Falls 
and will be called MARINE MIDLAND Na- 
TIONAL BANK OF SOUTHEASTERN NEW 
YorRK. 


Oneida, Tenn. — New trust powers 
granted to First NATIONAL BANK. 
Beaumont, Tex. — SEcuriIty STATE 


BANK & TrusT Co. and First NATIONAL 
BANK consolidated under the title of 
First SECURITY NATIONAL BANK. 

Jacksonville, Tex. — New trust powers 
granted to First NATIONAL BANK. 

Richmond, Va. — Stockholders of 
First & MERCHANTS NATIONAL BANK 
and the PETERSBURG SAVINGS & AMER- 
ICAN TRUST Co. approved merger of the 
institutions with R. F. Burke Steele, 
president of the Petersburg bank to be 
senior vice president of First & Mer- 
chants. 

Burlington & St. Johnsbury, Vt. — 
Comptroller of the Currency approved 
merger of First NATIONAL BANK, St. 
Johnsbury into HOWARD NATIONAL BANK 
& Trust Co., Burlington. 


N. J. TRUST CONFERENCE 
(Continued from page 1147) 


property plus $60,000 of life insurance 
with the policies payable to various ben- 
eficiaries within the family. He also 
owned a 90% interest in his own cor- 
poration of which his brother, aged 60, 
and whom he had named as executor, 
owned the balance. This stock had a 
book value of $180,000 but it would be 
valued for estate tax purposes at nearer 
$325,000. His will left everything out- 
right to his wife and he and his brother 
were killed in an automobile accident 
before he had a chance to change it. 


As a result, the planning had to be 
pre-probate and it was the consensus 
of the panel that the widow ought not 
to qualify as administratrix c.t.a. but 
should ask the court to name a bank. 
The chief problem would be to raise the 
amount necessary to pay the estate tax 
and other expenses which would consid- 
erably exceed the amount of marketable 
assets. It was thought that the widow 
should lend the insurance monies to 
the estate which would then redeem 
enough of the stock of the closed cor- 
poration to provide the necessary funds. 


If Mr. Citizen had lived long enough 
to make a new will the panel would 
have urged him to create marital deduc- 
tion and residuary trusts for the wife 
and children respectively. It was also 
the consensus that he should have given 
the life insurance to his wife although 
an insurance trust was also favorably 
thought of. There was considerable dis- 
cussion of various ways whereby Mr. 
Citizen could have provided insurance 
for the benefit of the corporation and 
of ways and means to perpetuate its 
management. 


The speaker at the final luncheon was 
William E. Murray, of the New York 
City law firm of Jackson, Nash, Brophy, 
Barringer & Brooks, who gave a detailed 
talk on “Income Tax Planning.” 














Recently remodelled quarters of trust departs » 
Bank and Trust Co., Okla. 
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Trust Department platform in the new Fifth Avenue Office of 


Morgan Guaranty Trust Co., New York. 
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Solutions to Competitive Problems of 


SMALL TRUST DEPARTMENTS 


LEROY A. GLASNER, Jr. 








Asst. Vice President & Asst. Trust Officer, American National Bank and Trust Company, Kalamazoo, Mich. 


HE MANAGEMENT OF FUNDS IS ONE 
Te the major attractions offered by 
a trust department to its clients. Two 
especially significant things have oc- 
curred in this field in the postwar era: 
(1) Competition to provide the service 
has stiffened due to the expansion of 
the potential market. (2) The invest- 
ment problem has become more complex 
as equities and other investment media 
have become acceptable and the pace 
of the economy has accelerated. 

The larger organizations, alert to 
these problems, have been in the happy 
position of possessing sufficient re- 
sources to hire or train entire staffs to 
solicit new business and perform the in- 
vestment task. Confronted by the same 
problems. but with smaller dollar re- 
sources to apply their solution, trust de- 
partments of country banks are faced 
with a major difficulty. Their concern 
in the face of imposing arrays of 
financial analysts and ubiquitous sales 
organizations of their formidable com- 
petitors is justified. 

Unfortunately, the people to whom 
they customarily turn for assistance, the 
departments of large correspondents, 
are least likely to render assistance. Not 
because they don’t want to, or aren’t 
bright enough, but simply because they 
have never been faced with the problem 
in the same way. They have had no 
reason to attempt a solution. It is like 
asking the thin man how to lose weight. 

Country banks are usually advised 
that they should explain to prospects and 
clients that quantity does not mean 
quality; that the lack of a large invest- 
ment research department does not ne- 
cessarily mean lack of investment 
ability; that the absence of an estate 
planning staff does not imply deficiency 
in that skill. While few people would 
dispute the abstract truth of that posi- 
tive statement, numbers are usually more 
convincing in the actual sales situation. 

The simple fact is that to compete for 


revenues from fund management, the 


country trust department must meet its 


1184 


large competitors at their level. We 
must offer quantity AND quality. If we 
can do that, the convenience and many 
other advantages of doing business local- 
ly and with a trust department should 
operate greatly in our favor. 

Since beginning operations in 1952, 
our trust department has consistently 
striven to maintain a favorable position 
in relation to competition. Recently, in- 
creasing attention has been devoted to 
the investment problem and in this area, 
we have evolved a philosophy and meth- 
od which seem to meet the competitive 
problem. While the final results will not 
be tabulated for many years, early re- 
turns have given us encouragement. 


Four Skills Needed 


As a first step, we determined that 
four basic skills are required to suc- 
cessfully cope with the investment’ prob- 
lem; economic forecasting, security 
analysis, valuation analysis, portfolio 
management. Within the framework of 
national and international conditions 
predicted by the economist, the security 
analyst projects the earning and divi- 
dend trends of individual companies. 
Assuming certain rates of earnings 
growth, valuation analysis indicates the 
approximate price levels that securities 
individually and as a group may attain. 
The portfolio manager selects from the 
alternatives thus presented the securities 
fitting each account situation. 

It was decided that the investment 
officer should coordinate the whole in- 
vestment program and handle portfolio 
management. The remaining three skills 
would have to be acquired. As any trust 
officer in a country bank knows, the 
woods are full of people proffering in- 
vestment advice. The choice was compli- 
cated because no one firm or person 
practices with equa] success the neces- 
sary but separate skills. Consequently, 
we have used the opinions of a group 
composed of individuals and firms. Two 
sources provide us with economic fore- 
casts: the chief economist of a corre- 


spondent bank, and the Economics De. 
partment of an important Eastern col- 
lege. Three firms furnish analytical in. 
formation and advice on various securi- 
ties. One firm covers only industrial 
companies, providing exhaustive back. 
ground studies, current and future earn- 
ings estimates, an approved list, and 
quarterly “Buy” recommendations. The 
second firm analyzes both industrial and 
utility stocks, supplying frequent reports 
six to ten pages long on recent experi- 
ence and projections for the coming 
twelve months. The third firm provides 
regular notes on industrial firms, plus 
periodic, comprehensive analyses of 
companies to be purchased or sold. 
Valuation analysis is lent by one of the 
most respected persons on Wall Street. 
assistant editor of a well-known finan- 
cial magazine and veteran of many 
years in the financial world. 

Most of the means for acquiring the 
services of these people came from the 
adoption of a different attitude toward 
commission dollars paid to brokers. We 
began with the assumption that for most 
of our needs, all brokers perform the 
mechanics of buying and selling with 
relatively equal competence. Therefore, 
we reasoned a broker would have to do 
more than perform that service to re- 
ceive our business. He or his firm would 
have to provide information and advice 
useful to an institutional investor, or 
stimulate interest in our trust depart- 
ment, or both. This attitude has tended 
to concentrate our orders, subject to the 
usual considerations of banking rela- 
tionships, with fewer houses, which re- 
sults in mutual benefit. The broker firm 
receives greater reward and we receive 
greater attention, more prompt and thor- 
ough reporting. 

Now, one objection to the exclusive 
use of even institutional brokerage house 
advice is that there may be some tend- 
ency to encourage buying and selling 
for their own sake. While we felt this 
was hardly a consideration, we did de- 
cide that counsel from a group charging 
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a fixed | e would add a worthwhile di- 
mension ‘9 our outlook. The firm select- 
ed has — base fee of $2,000 annually, 
although our service costs $2,400 due to 
some sp ial considerations we receive. 
Of all the services for which direct or 
indirect payment is made, the last group 
renders i service most nearly like that 


which would be performed by a full- 
scale, ov-premises Investment Research 
Department. 

The circle of personal acquaintances 
formed over the years by the invest- 
ment officer constitutes the third and 
last valuable resource of information, 
opinion, and mature judgment utilized. 
The willing assistance of these people, 
given without recompense and without 
stint, is something for which we find it 
dificult to express our gratitude. Such 
contacts are maintained through activi- 
ties for which about $2,500 is budgeted 
annually. These activities include month- 
ly meetings of the Chicago Society of 
Investment Analysts, attendance of the 
Annual Convention of the Financial 
Analysts Federation, seminars in Fi- 
nance and Management, (such as the 
one at Beloit or those sponsored by the 
American Management Association) , 
and annual visits to Wall Street. 


We know that the group of minds on 


7 whose efforts we can call is equal, and 


in most cases superior to, those groups 
employed by competitors for the same 
purpose. Unfortunately, the most desir- 
able prospects are not altogether con- 
vinced of this fact by our verbal assur- 
ances. It just doesn’t seem logical to 
them that for all but the most unusual 
investment problems, answers are avail- 
able from or through a local institution. 
The competitive problem remains but it 
is one we are attacking with confidence, 
stemming from the excellence of the in- 
vestment acumen available to us. 


How to Win 


Customer Confidence 


Our solution is based on the principle 
of exposing the largest number of 
people possible to the flow of informa- 
tion we are in a position to tap on 
behalf of clients. Two methods have 
been employed. On the one hand, we 
allow and encourage free access to our 
library. Standard texts and_ reference 
services are available and we have es- 
tablished files on industries and corpo- 
tations containing the more important 
‘ompany and trade information and any 
analyses appropriate for general employ- 
ment. Also available is a file of 24” x 
30” charts showing price ranges, earn- 
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ings and dividends for selected stocks 
for the postwar years. Visitors to the 
library may check out any of the in- 
formation available as long as such use 
does not violate our agreements with 
the source. 


On the other hand, we expose selected 
persons directly to the people supplying 
the information. For example, we ar- 
ranged for one firm to have a senior 
partner visit us for a full day once each 
quarter. Arriving before noon, he spends 
time with the investment officer and the 
head of the trust department. With us 
at luncheon we have anywhere from ten 
to fifteen important customers and pros- 
pects, while the analyst discusses his 
special interests. In the afternoon a 
meeting is held either with the trust in- 
vestment committee, or with the princi- 
pals of large accounts. 


We also conduct an annual meeting 
for attorneys, the program consisting of 
two parts. In the morning problems of 
a legal nature are discussed. Following a 
luncheon, the afternoon session is de- 
voted to some aspect of investments. 
These meetings serve a variety of pur- 
poses, but a major intent is to impress 
on an influential and, we hope, friendly 
group our concern over investments, at 
the same time detailing our efforts to 
handle them competently. 


In the short run, these efforts seem 
to be having the desired effect. We are 
provoking greater interest in ourselves 
as money managers by displaying this 
sophisticated approach to the investment 
problem. 


In the long run, our success will de- 
pend largely on the particular use made 
of the information supplied by the non- 
resident experts. The major problem is 
that persuasive expert opinion multiplies 
the number of choices to the same extent 
it illuminates their future prospects, that 
is, greatly. To coordinate and apply the 
multi-purpose, conflicting and overlap- 
ping advice stemming from our mixed 
group requires rigid adherence to an 
investment policy decided beforehand. 
Such is the nature of the problem, one 
can say that almost any policy is better 
than none at all — but it must be speci- 
fically stated. If that step is omitted re- 
sults will lack uniformity, with high- 
quality performance accidental. Our own 
approach to the information available 
has yielded highly gratifying results. We 
have seen convincing evidence that we 
have made a good beginning to meet 
the competitive problem common to 
country bank trust departments. 
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FIRMLY 


FOUNDED... 


... in the heart of Paul 
Revere-land (Middlesex 
County). Complete bank- 
ing and trust services, 
including personal and 
probate fiduciary services 
and investment agency 
and custodian accounts. 


HARVARD 


TRUST 
COMPANY 


Main office: CAMBRIDGE 38, MASS. 


Branches in 


Arlington e Belmont e Concord « Littleton 
MEMBER FEDERAL DEPOSIT INSURANCE CORP. 





READY 
TO ASSIST YOU 
IN FLORIDA 





OVER $100,000,000 

IN TRUST ASSETS 

You can refer your clients 
to Miami Beach First Na- 
tional with full confidence. 


Our trust department, one 
of Florida’s largest, will 
handle every trust service 
to your full satisfaction. 
Our complete banking 
facilities maintain corres- 
pondent services. 


MIAMI BEACH 
FIRST 
NATIONAL BANK 


Lincoin Road at Alton 


OLDEST AND LARGEST IN MIAMI BEACH 
Members: 
Federal Reserve System 
Federal Deposit Insurance Corp. 
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FRAUD ON SPOUSE'S RIGHTS 


Legal and Policy Considerations as to Inter Vivos Trusts 


RAHE H. VON HOENE 


Trust Officer, Denver United States National Bank, Denver 17, Colo. 


E ARE CONCERNED HERE PRIMARILY 
Won the effect of a revocable liv- 
ing trust on the marital rights given to 
a surviving spouse by the so-called “De- 
cedent Estate Laws.” The latter term de- 
notes collectively the laws of the various 
states bestowing marital rights, includ- 
ing the right of election, upon a surviv- 
ing spouse in the property owned by a 
deceased spouse at the time of his or 
her death. The share conferred on a 
surviving spouse, whether flowing by 
virtue of common or statutory law, is 
secured to the surviving spouse by the 
doctrine of election to take against an 
inconsistent testamentary disposition. 

It is important to note, however, that 
the doctrine of election has a limited ap- 
plication. It can be invoked only with 
respect to the property owned by the 
deceased spouse at the time of his death. 
Election statutes — except those found 
in states recognizing marital rights aris- 
ing during coverture — generally do not 
explicitly prohibit gratuitous inter vivos 
transfers. Consequently, a transfer of 
this kind can result in partial or com- 
plete disinheritance of the transferor’s 
surviving spouse. 


Definition and Scope of Problem 


Generally, the concept of Decedent 
Estate Laws is not as operative upon the 
property which a husband or wife trans- 
fers during lifetime. This general prin- 
ciple, however, should be qualified by 
adding that the transferor must have 
acted in good faith and with the intent 
to divest himself of ownership of the 
property. 

A revocable living trust affords a 
possible method of enabling a husband 
or wife to dispose of property in such a 
manner that the other spouse will be di- 
vested of an interest therein upon the 
death of the spouse who created the 
trust. At least one state has dealt with 


This article, written at the request of the editors, 


is based upon a thesis submitted in partial fulfil- . 


ment of the requirements of The Stonier Graduate 
School of Banking, A.B.A. A limited number of 
copies of the thesis are available from the author. 


1186 


this problem by treating this type of 
trust, if certain powers have been re- 
served by the settlor, as a testamentary 
disposition at the surviving spouse’s 
election.’ 

A settlor frequently reserves numer- 
ous broad powers and control over a 
trust to which he may transfer virtually 
all or a substantial part of his property; 
for example: the right to receive the in- 
come for life; the power to alter, amend, 
or revoke the trust in whole or in part; 
and the power to control investments. 
Possibly he has given her an interest in 
the trust estate, but under the circum- 
stances, such interest is deemed inade- 
quate. 


A revocable trust established in the 
foregoing setting occasionally raises 
questions relating to its validity or ef- 
fectiveness. Validity within the context 
of this article refers in the main to the 
efficacy of a trust to deprive a surviving 
spouse of marital rights. If a revocable 
inter vivos trust can be employed as a 
lawful device to deprive a surviving 
spouse of marital property rights, the 
argument can be advanced that an ar- 
rangement of this kind enables a hus- 
band to circumvent the public policy 
underlying laws designed to provide 
care and support for his widow. 


Liberal. Legal View 
There is divergent judicial opinion 
as to the cumulative effect on validity 
of broad powers and control retained by 
the settlor. Reputable authority, evidenc- 


ing a liberal view, upholds the validity’ 


of a living trust- albeit a great many 
powers have been reserved by a settlor. 

Certain court decisions state that a 
husband, as well as a wife, has an abso- 
lute right to dispose of his property 
during lifetime by voluntary gift or 
otherwise. A disposition of property in 
this manner is not a fraud — as is 
often contended — upon the marital 
rights of a surviving spouse. This right 


1Purdon’s Penna. Statutes Annotated (1950) Title 
20 Sec. 301.11. 





is not limited merely because its exer. 
cise results in the exclusion of the prop. 
erty from the transferor’s probate estate 
and, consequently, renders inoperative 
the applicable statute of descent and 
distribution and the right of election. 


Courts adhering to this point of view 
hold, for example, that a wife acquires 
a vested interest in her husband’s prop- 
erty only upon his death. Accordingly, 
she has no grounds to challenge his inter 
vivos dispositions of property. Such a 
disposition of property, however, must 
be made by a husband in good faith and 
with the intention to divest himself of 
ownership. The test applied is one of 
good faith and intent. As used in this 
context, however, the word intent does 
not connote a motive to defraud a sur- 
viving spouse of marital rights. 


As announced in Lines v. Lines,’ a 
settlor’s good faith in making an inter 
vivos transfer of property is not de- 
fined in terms of his intent to deprive 
his wife of marital rights accruing at 
his death. Instead, good faith in making 
an inter vivos transfer of property is 
not defined in terms of his intent to 
deprive his wife of marital rights ac- 
cruing at his death. Instead, good faith 
in this sense is equated to an intent to 
divest himself of ownership with respect 
to the property transferred. 


Ample authority can be found to sub- 
stantiate the proposition that a revocable 
inter vivos trust constitutes a present 
transfer of property. Such a transfer, 
even though accomplished by an instru- 
ment not executed in conformance with 
the statute of wills, is not testamentary 
in character. Broad powers reserved by 
a settlor are interpreted as conditions 
subsequent. A fortiori, the beneficiaries 
of a trust have vested interests until 
these conditions exist. The essential 
question, therefore, is whether the trust 
instrument passes title to the trustee and 
vests interests in the beneficiaries. 


This liberal point of view is exempli- 


2142 Pa. 149, 21 Atl. 809 (1891). 
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fied by the case of Rose v. Rose.* The 
settlor-husband there had reserved prac- 
tically every power imaginable. Sustain- 
ing the trust and disregarding the wi- 
dow’s contention that the device was a 
fraudulent effort to deprive her of dower 
rights. the court stated that the rights 
reserved by the settlor were conditions 
subseguent. Only upon their occurrence 
did the interests of the beneficiaries of 
a trust become divested. 


Massachusetts, too, seems to be a 
stronghold upholding the validity of a 
revocable living trust. In Kerwin v. 
Donaghy,* a widow attempted to reach 
the assets of two inter vivos trusts es- 
tablished by her husband. The settlor 
had reserved not only a beneficial life 
estate but the power to alter, amend or 
revoke. Upon his death, the remaining 
trust estate — which comprised the 
bulk of his property — was to be dis- 
tributed to his daughter. The court held 
that the trusts were not illusory or a 
deprivation of the widow’s 
rights. 


marital 


The Kerwin decision seems to hold 
that a revocable living trust, even 
though created with an intent to disin- 
herit a surviving spouse, is valid. The 
court emphasized the absolute right of 
a husband to dispose of his property 
during lifetime, provided the transfer is 
real as contrasted to illusory. The sett- 
lor’s reservation of powers, as well as 
his aim to substitute the trusts for a 
will, did not render the trusts testamen- 
tary. 


The liberal point of view reflected by 
these selected cases is also evident in 
the Restatement of the Law of Trusts® 
and Scott on Trusts.® 


3300 Mich. 73, 1 N.W. 2d 458 (1942). 

4317 Mass. 559, 59 N.E. 2d 299 (1945). 

5] Restatement (Second), Trusts Sec. 57 (1959). 
®1 Scott, Trusts Sec. 57.2 (2d ed. 1956). 


Illusory-Transfer Doctrine 


On the other side of the judicial 
fence, there is the legal concept of the 
illusory-transfer doctrine. Some courts 
employ the term “illusory transfer”; 
others, the term “colorable transfer.” A 
transfer, although absolute on its face, 
may be nugatory because of a secret or 
tacit understanding between the parties 
that ownership is to be retained by the 
donor. This type of transfer is proper 
classified as being colorable. - 

In contradistinction to a colorable 
transfer, an illusory transfer, meaning 
illusory only as to a spouse, is one 
which patently manifests a large reten- 
tion of interest in the subject matter 
conveyed. As a result of this retention, 
the transfer lacks reality. It is illusory 
because the transferor takes back prac- 
tically all the indicia of ownership that 
he purports to give. Consequently, the 
elements of a transfer in praesenti are 
absent. The important factor in apply- 
ing the doctrine is a determination of 
the question of whether or not a settlor 
has retained excessive control and 
powers. 

A spouse’s transfer of property during 
marriage stands or falls by the sub- 
stance, or lack thereof, of the transfer 
and not merely by its form. If a transfer 
is real and has substance, it is valid. 
Conversely, if illusory and void of sub- 
stance, it is invalid. The test, according 
to Newman v. Dore,’ is “whether the 
husband has in good faith divested him- 
self of ownership of his property or has 
made an illusory transfer.” 

Inherent in the illusory-transfer doc- 
trine is the element of intent. However, 
the intent required for the application 
of this doctrine is the intent to retain 
control of the property as contrasted to 
the intent to deprive a surviving spouse 
of marital rights. For example, a hus- 


7275 N.Y. 371, 9 N.E. 2d 966 (1937). 
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band’s intent to frustrate his wife’s 
claims, arising from an inchoate right 
maturing at his death, is not sufficient to 
defeat his inter vivos transfers. 

A few states follow the “fraudulent” 
exception to the general rule that a hus- 
band has the right to make gratuitous 
gifts or voluntary inter vivos transfers. 
If made with an intent to deprive the 
surviving spouse of marital rights, such 
gifts or transfers are ineffective for that 
purpose. The invalidity of the transfer 
arises from the intent to deprive a wife 
of her marital rights. This is the so- 
called “fraud” or “intent” test — prob- 
ably reflecting the rule in a small minor- 
ity of jurisdictions, among them Ken- 
tucky and Missouri. 


Synthesis of Rules 


A study of the validity of the revoc- 
able living trust, with special emphasis 
placed on its effectiveness to work a 
deprivation of marital rights, leaves one 
with certain misgivings. 

The liberal point of view, supporting 
the proposition that a voluntary dis- 
position is valid even though it deprives 
a wife of her rights of inheritance and 
notwithstanding the transfer is moti- 
vated by this purpose, is often difficult 
to apply. The line of demarcation be- 
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tween an absolute and bona fide transfer 
and one failing to meet these require- 
ments is not always readily ascertain- 
able. Neither is such distinction uni- 
formly defined by the courts. 

The illusory-transfer doctrine appears 
to be founded on the premise that the 
magnitude and synthesis of powers re- 
tained by a settlor, if too great, may 
render the trust illusory — at least with 
respect to the widow. The decisive issue 
involves the degree of control and do- 
minion retained. 


In other jurisdictions — few in num- 
ber — the “fraud” or “intent” test finds 
acceptance. If a transfer is made with 
the intent to defeat the wife of her statu- 
tory share of the property transferred, 
such transfer is a fraud on her marital 
rights. 

The basic problem associated with the 
question of validity requires distinguish- 
ing an absolute transfer from one that 
is testamentary in nature, colorable, or 
illusory. In this twilight area of the law, 
especially as related to the marital rights 
of a surviving spouse, the prediction of 
a court’s decision with certainty is not 
assured. Each case. we believe, must be 
analyzed on its own set of facts and on 
the particular circumstances in which 
the facts are found. 


Recommendations for Attorneys 
and Trust Officers 


In employing the revocable living 
trust as an estate planning tool, the at- 
torney, as well as the trust officer, should 
be concerned with the cumulative effect 
on validity of a settlor’s reservation of 
powers and control. An attorney, adopt- 
ing a conservative attitude, should 
counsel a client wishing to use this de- 
vice to protect his property from the 
claims of the surviving spouse by (1) 
making the arrangement a real, effective, 
present transfer; (2) creating the trust 
by a formally executed document; (3) 
making a present delivery of that docu- 
ment to the trustee; (4) conveying the 
trust assets to the trustee as soon as 
possible; and (5) 
powers of contro] over the administra- 
tion of the trust as possible. 


The trust officer, too, faces perplex- 
ing problems when asked to consider 
the acceptance of an inter vivos trust 
having the effect of defeating the marital 
rights of a surviving spouse. The pos- 
sibility is always present that its validity 
may be successfully attacked. Good trust 
practice, therefore, would seem to dic- 
tate that the prudent trust officer cannot 
accept every appointment of this kind 


retaining as few’ 





offered to his instituion. Recommending 
the acceptance of an account which at 
some future date may give rise to litiga. 
tion can result in embarrassment, loss of 
good well, and possible financial loss 
to the corporate trustee. 


We might also ask the question: 
Should a corporate trustee knowingly 
become a party to a scheme conceived 
by a settlor with the express purpose of 
defeating the marital rights of his 
spouse? This poses an ethical question 
for the trust officer. The problem is 
analogous to that of an attorney who 
is asked to effect a proposed transfer of 
a client’s property to defraud creditors, 

A trustee assumes both a legal and 
a moral duty to carry out the expressed 
intent of the settlor. Therefore, if a 
trust officer has reason to believe his 
institution will encounter problems pre- 
venting its executing the trust in this 
manner, he should not recommend ac- 
ceptance of the appointment. His course 
of conduct should be governed by the 
same principle if he has _ reservations 
with respect to the validity of a trust. 

If a trust is accepted with reservations 
not explained or disclosed to the settlor, 
the trustee is not keeping good faith 
with him, nor is such a practice fulfill- 
ing the legal and moral duty the trustee 
assumed, 


A AA 


College Day Program 
Includes Trust Department 


The College Day Program initiated by 
the Reserve City Bankers Association, 
designed to tell the story of banking and 
its career opportunities to college people 
— presidents, deans, professors and 
placement officers, has generally included 
discussions of the trust department as 
well as loans, operations, and _ invest- 
ments. Members in the various cities 
have considerable latitude in planning 
their meetings in order to fit them to the 
particular needs of the area. Many have 
covered a full day, with a half dozen or 
more banks and a sizable number of col- 
leges participating. 

Addresses from the senior officers in 
charge of various departments are heard 
as well as talks by younger officers and 
officer-candidates who generally speak 
about their own work, their progress and 
opportunities. Direct recruiting was not 
an objective, particularly as in each case 
several banks collaborate in the program. 
It is thought that the direct approach 
to the student can be better handled by 
individual bank officers through campus 


visits. This is more personal and ef-_ 


fective. 
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ON THE PUBLICITY. FRONT 


News; sper Advertising 

“$1.)00,000 is trustworthy” observes 
an ad of Manufacturers Hanover Trust 
Co., New York, which continues on the 
theme that “Money and trust funds were 
made ‘or each other.” The emphasis is 
on living trusts. Another ad in this ser- 
ies builds on the pre-Christmas interests 
of the public by commencing with “$1,- 
000,000 makes a nice gift . . . especially 
if it is given to people who would even- 
tually get it anyway — the family, for 
example. The text discusses tax advan- 
tages and gifts in trust. Each ad is illus- 
trated with an appropriate symbol — in 
these instances a sundial for the former 
and a gift-wrapped package for the lat- 
ter — and each carries a box item offer- 
ing a booklet or folder. 

“A bank is a small boy’s future” notes 
an ad from State Street Bank & Trust 
Co., Boston, with picture of a lad reach- 
ing up to make a deposit. The text tells 
the story of the young heir of an estate 
under administration with the comment 
that responsibility could be fulfilled by 
prudent handling of the estate’s assets, 
but “We believe it should go much fur- 
ther... A small savings account started 
out of the boy’s allowance has been 
growing steadily. Recently with the 
blessing of his friend the Trust Officer, 
the young man carefully withdrew $4.98 
for a much desired new rocket launcher. 

“Are you concerned with the manage- 
ment of investments?” asks an ad of 
Northern Trust Co., Chicago. Six insert 
pictures with captions suggest some of 
the people who might be so concerned 
—a younger person or a widow with an 
inheritance, professional and business 
men, the executor of an estate and the 
trustee of an institution. The ad offers 
a booklet on investments and includes 
the name of the officer to be addressed. 

“The Law is Your Friend Too” com- 
ments an ad of Hamilton National Bank, 
Chattanooga, Tenn., that pictures a 
friendly policeman squatting to converse 
with a toddler on his beat. “When you 
plan your Will, you are wise to rely on 
the counsel of your lawyer . . .” 

An ad offering “complete personal 
and corporate trust services,” published 
in the “New York Times” by Security 
National Bank of Long Island, Babylon, 
N. Y., is indicative of the efforts being 
made today by suburban banks to hold 


their own against metropolitan competi- 
tion. 





“How to protect what you have built” 
is discussed in an ad of Huntington Na- 
tional Bank, Columbus, Ohio, which 
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points out the heavy 
impact of estate 
taxes and suggests 
an estate analysis. 
Carrying out the 
theme of protection, 
theillustration shows 
piles of money with 
an open notebook 
(presumably the 
analysis report) 
spread out as a 
covering ‘“‘roof.”’ 
“The Budget Trust 
to help you 


Trust Department of Central National Bank, Richmond, as pic- 

tured in the bank’s recent 50th Anniversary supplement in the 

Richmond Times Dispatch. In addition to an historical review 

the supplement contained captioned pictures of the bank’s direc- 
tors, officers, other departments and branches. 








and your family build systematically 
and surely for the future” is described 
in detail in an ad of Industrial National 
Bank, Providence, R. I. The reader is 
told the trust is revocable, can be started 
with $100 and regular additions of $25 
or more. (Cf. T&E, Oct. ’61, p. 853.) 

A booklet on “How to Plan Your 
Will” is featured in an ad from State 
Bank & Trust Co., Evanston, Ill., that 
lists along the left border a series of 
questions designed to arouse the read- 
ers interest and suggest the sort of 
points the booklet covers. 

A picture captioned, “Research mem- 
ber of ‘Financial Cabinet’ interviews 
major electronics company president” 
introduces the subject of investment 
management discussed in an ad of Bos- 
ton Safe Deposit & Trust Co. 

He who acts as his own attorney . . 
has a fool for a client.” This old Eng- 
lish proverb heads an ad from Citizens 
National Bank, Los Angeles, that not 
only stresses the importance of the law- 


yer, but also points out that “in any 
field it pays to consult experts.” 

“One future — bought and paid for?” 
asks an ad of United States Trust Co., 
New York. One of a series on investment 
services, this ad notes that research de- 
velopments in some companies are so ex- 
tensive and so good that “greatly in- 
creased sales seem assured for years to 
come.” In fact, however, “Research is 
only one expression of able manage- 
ment — and management is the life-or- 
death element in modern business.” 

“Does your wife have a hidden talent 
for executorship?” asks an ad of First 
National Bank, Poughkeepsie, N. Y. The 
question is the more appropriate because 
the wife is shown in the studio working 
at her easel. The text admits the possi- 
bility that “perhaps she does,” but points 
out the burdens and dangers. 


Booklets 


“A checklist for husbands,” distrib- 
uted by Fidelity Union Trust Co., New- 








fsa — 


Sixth Annual Breakfast for Estate Planners sponsored November 6 by State Bank & Trust 


——__ 


Co., Evanston, Ill. More than 175 lawyers. life underwriters and accountants heard 

John O. Todd, C.L.U., president, Todd Planning & Service Co., Inc., and well known 

writer and speaker on personal and corporate financial planning. The presidents of the 

Chicago and Illinois Bar Associations were among the special guests. Assisting the trust 
department staff as hosts were officers and directors of the bank. 
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ark, N. J., first raises the question, “Will 
your wife survive you?” and follows 
with a series of questions to make spe- 
cific the steps to be taken “to provide 
for your wife in the years she might face 
without you.” 

Individual trusts and companies in- 
corporated for investment holding or the 
administration of pension funds are 
among the many ways to take advantage 
of Bermuda’s laws and location as set 
forth in a pamphlet on “Bermuda as a 
Base for Overseas Operations and In- 
vestment” published by The Bank of 
Bermuda, Limited. 

“Making the Best Use of Life Insur- 
ance,” latest in the “blueprint” series 
published by First National Bank, Atlan- 
ta, discusses the tax status of life insur- 
ance, the marital deduction, standard 
options, minor beneficiaries and protec- 
tion for the business owner. A full page 
is devoted to “Taking Advantage of Life 
Insurance as a Primary Asset of the Es- 
tate.” 


Forums 


The marital deduction was discussed 
by Professor A. James Casner of Har- 
vard Law School at the November 8 
forum for attorneys, life underwriters 
and accountants sponsored by National 
City Bank, Cleveland. One reason for 
choosing this topic was the significant 
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Trust Department advertising through window display planned by E. Warren Boyd, 

assistant trust officer in the Norfolk branch office of The Bank of Virginia. The series of 

framed pictures along the base are reprints of the “Reading of the Will” series which 
appeared in Trusts AND Estates during 1960. 





cases and rulings only recently available 
for guidance in many important areas of 
interpretation and practice. 

A one-day Women’s Finance Forum 
sponsored on October 18 by City Na- 
tional Bank, Lawton, Okla., included the 
following topics and speakers: “Family 
Finances” by Dr: Arthur Smith, vice 
president, First National Bank, Dallas; 
“So You Are Left Alone With Your Fi- 
nancial Problems” by Dr. Don Child- 
ress, associate dean, University of Okla- 
homa; “Intelligent Buying” by Dr. Ilse 
H. Wolf, head of the department of 
home management, Oklahoma State Uni- 
versity; and “The Children and Their 
Money” by Mrs. Evelyn Nance, home 
management department specialist, Okla- 
homa State University. 

A capacity audience responded to the 
series of meetings for women under the 
heading of “A Short Course on Personal 
Finance” sponsored by the Merchants 
National Bank and the Merchants Sav- 
ings Bank, Manchester, N. H. This au- 
tumn series included information on 
budgets, investments and wills. 

More than 600 attorneys came to hear 
A. James Casner, associate dean and 
Weld professor of law, Harvard Law 
School, at a special lawyers’ forum re- 


cently sponsored by Commerce Trust 
Co., Kansas City, Mo. Prof. Casner, who 
is also a director of Old Colony Trust 
Co., Boston, discussed community prop- 
erty laws and the Federal marital deduc- 
tion provision. He commented on the es- 
tate tax benefits available under the for- 
mer in community property states and 
under the latter in common law states, as 
well as the various procedures for ob- 
taining these advantages. 


Gift Books 
The“Solicitor’s Desk Book,” published 


in looseleaf form with handsome blue 
and gold cover by National Trust Co., 
Ltd., Toronto, is a successor to the 
bound editions of the Trustee Act and 
other acts related to the administration 
of estates and trusts in Ontario pub- 
lished in earlier years for the legal pro- 
fession. The new edition brings together 
in one book of convenient size the stat- 
utes, rules and regulations most fre- 
quently required for reference in estate 
and trust matters, together with the com- 
plete texts of the Estate Tax and Suc- 
cession Duty Acts. A marginal index 
marks off the major divisions of mate- 
rial and it is presently National Trust’s 
intention to send annual amendments. 
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Books 


Montgomery’s Federal Taxes 


The Ronald Press Co., 15 E. 26th St., New York 

10 ($30.00). 

Robert H. Montgomery first published 
his work on Federal Taxation in 1917 
when Federal income taxation was still 
in its infancy. Now a classic in its field, 
the 1961 edition is the 38th revision of 
the work of that eminent late author. 
The volume has been prepared by some 
seventy tax specialists of a firm of certi- 
fied public accountants and they have 
placed emphasis upon those materials 
which experience has demonstrated are 
of the greatest value to owners and man- 
agers of businesses, investors, and cor- 
porate executives. 

While 20 of the 23 chapters have been 
devoted to problems relating to the 
Federal income tax, 2 chapters, totalling 
155 pages, consider estate and gift taxes 
and family planning. The expansive cov- 
erage of the income tax includes a chap- 
ter on income taxation of trusts and 
estates. The arrangement of the ma- 
terials is functional rather than statu- 
tory so that all tax factors relevant to 


a specific area are grouped under one 
heading. 


Successful Tax Planning for Real Es- 
tate 

J. K. Lasser Tax Institute. American Research 

Council, Larchmont, N. Y. (220 pp.; $10.00). 

Typical of J. K. Lasser’s publications, 
this work is directed to the layman 
rather than to the professional. Com- 
pletely devoid of pretentions to scholarly 
presentation, it is intended to cover the 
entire field of tax planning for real 
estate in general terms rather than to 
present an analysis of certain facets of 
the tax problems in this area. The edi- 
ters, without embarrassment, begin at 
the very beginning — the fundamentals 
of reporting taxable income — and intro- 
duce the layman to the principles of 
taxing various modes of real estate own- 
ership with an explanation of some of 
the factors that may be determinant in 
the use of a partnership rather than a 
corporation, or a real estate investment 
trust in lieu of a syndicate. 

Building upon this base, the editors 
discuss, from the viewpoint of taxes, 
some of the more common transactions 
involving realty such as sale and lease- 
back, subdivision of tracts, depreciation, 
and installment sales, and offer tax plan- 
ning ideas for both the purchaser and 
Seller of real estate, the mortgagor and 
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mortgagee, and landlords, homeowners, 
and tenants. 

We go along with the editors’ prefaca- 
tory remark that this book will not make 
the reader a tax expert, but it will 
create a “tax consciousness” — an 
awareness that profits in real estate come 
only after taxes. 


Fundamentals of Federal Income, Es- 
tate and Gift Taxes: Seventh Edi- 
tion 
Edited by EDWIN H. WHITE. Research and 


Review Service of America, Inc., Indianapolis 9 
(244 pp.; $5.75). 


The purpose in publishing this volume 
is to give its readers, and more particu- 
larly, life underwriters and estate plan- 
ners, a basic knowledge of Federal taxes. 
Although emphasis has been placed on 
tax principles in their application to 
life insurance and annuities, other areas, 
including partnerships, corporations, and 
trusts, also receive consideration. This 
is this work’s seventh edition and for the 
seventh year, it is a recommended text 
for Part III of the C.L.U. examination. 

The text materials have been divided 
into five parts. Part I considers the 
sources and the structure of Federal Tax 
law and its relationship to the economy. 
Parts II, III and IV set forth the funda- 
mentals of income, estate, and gift tax- 
ation, and in each part a chapter has 
been devoted to taxation of life insur- 
ance and annuities. Part V examines the 
tax aspects and the process of coordi- 
nating estate settlement arrangements. 


Tax Planning for Today and Tomor- 
row 

PHILIP J. GOLDBERG. Oceana Publications, 

Inc., 80 Fourth Ave., New York 3 (94 pp.; 

$1.00). 

Written by an insurance salesman, 
this brief work is an introduction to 
estate planning and the role that insur- 
ance plays in providing financial protec- 
tion and estate liquidity. A preliminary 
description of the Federal estate tax is 
followed by a discussion of the need 
for a will and its significance in mini- 
mizing estate taxes and reducing ad- 
ministration expenses. Gifts and trusts 
are briefly considered as tax saving de- 
vices, and the relationship of family 
planning to certain aspects of financial 
planning in closely held corporations are 
reviewed, primarily in reference to in- 
surance as a funding implement. In this 
context, the author reviews split-dollar 
insurance, group life insurance, pension 
and deferred compensation plans, and the 
funding of redemption and_ buy-sell 
agreements. 


Decision and Influence Processes in 
Private Pension Plans 


JAMES E. MCNULTY, Jr. Richard D. Irwin, 
Inc., Homewood, Ill. (128 pp.; $5.00). 


The subject of this fourth volume of 


the Pension Research Council’s “Inquiry 
into the Security Behind Private Pen- 
sion Expectation” is the administrative 
and operational phases, as distinguished 
from the actuarial and legal aspects, of 
the pension movement in this country. 
From facts gleaned in a field study of 
corporation and union sponsored pension 
plans, the author presents a study of the 
procedures and arrangements that are 
utilized in maintaining pension plans, 
and comments on the significance and 
influence of pension funding and service 
agencies — banks, insurance companies, 
actuaries, and investment counselors. As 
a conclusion to this study, the author 
considers his findings in reference to the 
security afforded pension beneficiaries 
by current administrative and operation- 
al procedures. 


ARTICLES 


Income in Respect of a Decedent 


J. G. DENHARDT, Jr. Journal of Accountancy, 
Nov. 1961 (270 Madison Ave., New York 16; 
$.85). 

“Income in respect of a decedent” is a 
concept peculiar to estate work and is 
frequently encountered in estate ac- 
counting and in the preparation of the 
estate and fiduciary tax returns. The 
term refers to the income of a cash-basis 
taxpayer which, at.the time of the tax- 
payer’s death, has accrued but has not 
been collected, and it includes such items 
as accrued interest, salaries and rents 
receivable, installment obligations, and 
directors’ fees. It is the purpose of this 
article to discuss briefly, for benefit of 
the novice in estate work, the tax and 
accounting treatment of such income. 


Taxation of Distributions from Quali- 
fied Pension or Profit-Sharing Plans 
IRA A. LEVY. Taxes, October 1961 (4025 W. 
Peterson Ave., Chicago 46; $1.00). 

In comparison with the complexity of 
the problems involved in the taxation of 
distributions from qualified pension and 
profit-sharing plans, the subject has re- 
ceived scant attention. This article ex- 
amines, within this wide area, a specific 
problem — the relationship of the doc- 
trine of constructive receipt to the lan- 
guage of Section 402(a) (1) which makes 
taxable to an employee amounts of a 
qualified plan distributed or made avail- 
able to him. The author’s analytical 
study indicates that the form “made 
available” is synonomous with construc- 
tive receipt. 


Estate Planning Problems of Partners 


ABRAHAM J. BRILOFF. Journal of Accoun- 

tancy, October, 1961 (270 Madison Ave., New 

York 16; $.85). 

This article considers certain income 
tax provisions and estate tax concepts 
which have a special significance to the 
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accountant and other members of the 
estate planning team in planning the 
estate of a partner. The author takes a 
brief look at problems relating to the 
valuation of a partnership interest, un- 
realized receivables, and the includability 
of a portion or the entirety of the part- 
nership interest in the estate tax return, 
and concludes with a commentary on 
some of the classic procedures employed 
to surmount the difficulties engendered by 
the presence of a partnership interest 
among the assets of the estate. 


Executor Should Have Power to 
Choose Asset for Marital Deduc- 
tion Bequest 


LOREN JUHL. Journal of Taxation, Dec. 1961 
(147 E. 50th St., New York 22; $1.50). 


The appreciation or depreciation in 
value of estate assets during the period 
of administration frequently gives rise 
to controversy between the surviving 
spouse receiving a marital deduction be- 
quest and the residuary legatees. The 
author’s review of a recent litigation in 
this area leads him to believe that the 
problem can be avoided through adequate 
draftsmanship, and he makes several 
suggestions to guide the practitioner in 
drafting the terms of a marital deduc- 
tion bequest. 
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ESTATE PLANNING COUNCIL ACTIVITIES 


Birmingham, Ala.—*‘The Estate Plan- 
ning Team—Fact or Fancy?” was dis- 
cussed on November 1 by John M. 
Zuber, vice president and senior trust 
officer, Republic National Bank, Dallas. 

Anchorage (Alaska)—On November 
28, John M. Stern, Jr., atorney, dis- 
cussed the effects of the contemplation 
of death statutes on Federal estate taxes. 
The membership participated in several 
case studies involving these statutes. In 
addition, Mr. Stern presented a com- 
pleted estate plan prepared by an attor- 
ney and member of an estate planning 
council of another State. The contents 
of the plan were analyzed and discussed. 

Central Arizona, Phoenix—*The Eco- 
nomics of Life Insurance in Business 
and Estates” was the topic presented by 
Jack Bobo, C.L.U., on November 6. 

Southern Arizona, Tucson—The 1961 
annual Estate Planners’ Day held on 
November 11 included the following 
subjects and speakers: Business Insur- 
ance Agreements by Maynard P. Goudy, 
Phoenix attorney; Life Insurance Trusts 
by James M. Garrison, vice president, 
Bank of America, N.T.&S.A., Los An- 
geles; Cooperation in Estate Planning 
by John D. Lyons, dean of the College 
of Law, University of Arizona; and 
Opportunities for Financial Planning 
in a Growing Business by Charles B. 
McCaffrey, lecturer, Wharton School of 
Finance, Philadelphia, and special con- 
sultant to Provident Mutual Life Insur- 
ance Co., Philadelphia. Chairman of the 
program, which lasted throughout the 
day, was Carl E. Stanford, trust officer, 
First National Bank of Arizona, Tucson. 

Bakersfield, Cal——‘‘Problems in Es- 
tate Planning Peculiar to the Particular 
Category Represented by the Respective 
Speakers” was the topic for a panel on 
November 29 composed of: John B. 
Young, attorney; William E. Mickey, 
C.P.A.; William T. Baldwin, C.L.U.; 
and Ralph C. Hinderliter, trust officer, 
Bank of America, N.T.&S.A., moderator. 

East Bay (Oakland, Cal.)—Woodrow 
Denny, vice president, United California 
Bank, and past president of the Trust 
Officers Association, was the speaker on 
November 13. 

Peninsula (Redwood City, Cal.)—The 
Workshop Program, presented on No- 
vember 10 and representing a departure 
from previous activities, centered on 
qualified profit-sharing plans. The lunch- 
eon speaker, Ernest D. Haseltine, Jr., 
C.L.U., provided general background 
material. A “case” was provided for the 


members along with an outline of the 
comments made by each of the speakers, 
These were: Alexander W. Berger, 
C.P.A.; Albert J. Horn, atorney; H, L, 
Henderson, trust officer, Wells Fargo 
Bank American Trust Co.:; and Hugh 
Hynds, C.L.U. 

Northeast Florida (Jacksonville) — 
Edward B. Winn, Dallas attorney, dis- 
cussed “Horrible Examples of Lack of 
Estate Planning [| Have Come Across” 
on November 16. 

Tampa, Fla—J. W. McKinney, vice 
president and trust investment officer, 
Palmer First National Bank & Trust Co., 
Sarasota, spoke on “Trust Investments 
Under Current Conditions” on Novem- 
ber 29. 

Hawaii (Honolulu) — Richard H. 
Rice, senior vice president, Cooke Trust 
Co., Ltd.. discussed “Trust Investments” 
on November 16. 

Indianapolis, Ind. — “Chronic Tax 
Headaches Involving Life Insurance” 
were discussed by Robert J. Lawthers, 
director of estate planning services, New 
England Mutual Life Insurance Co., 
Boston, on November 16, 

Detroit, Mich. — By popular request 
a panel of trustmen presented “What 
Does A Corporate Executor Do?” Mod- 
erated by William Post, C.L.U., of Con- 
necticut General Life Insurance Co., the 
panel included: “Administrative Officer” 
—Daniel Kuhnlien, trust officer, City 
National Bank & Trust Co.; “Tax Man” 
—Thomas Payne, assistant trust officer, 
National Bank of Detroit; “Investment 
Man”—Raymond Gunn, assistant trust 
officer, Detroit Bank & Trust Co. This 
was the first of two meetings designed 
to acquaint the life underwriters with 
the “inner workings” of a trust depart- 
ment. 

St. Louis, Mo.—Gilbert T. Stephen- 
son, dean of American trustmen, dis- 
cussed “Expanding Powers of Trustees” 
before the November 20 meeting, spon- 
sored jointly with the Corporate Fiduci- 
aries Association. 

New Hampshire—Professor W. Bar- 
ton Leach of Harvard Law School ad- 
dressed the November 7 meeting, held 
in Manchester. 

Long Island, N. Y.— Two speakers 
were on the program for the November 
16 meeting at Hempstead. They were: 
Richard Griffin, attorney and pension 
consultant, who discussed pension and 
profit sharing plans, and Warren Smith, 
head of the group department of a large 
insurance company, who discussed re- 
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cent changes in the laws and in company 
policy in the group insurance field. 

Cleveland, Ohio—Sterling Newell, Jr., 
attorney. addressed the Society of Estate 
Analysis on the “Use of Reversionary 
Trusts in Combination with a 2503—(c) 
Trust” on November 13. 

William J. Vesely, attorney, spoke on 
“Deferred Compensation Arrangements 
for Smaller Businesses” before the Es- 
tate Planning Council on November 21. 

Dayton, Ohio — “Tax Options and 
Elections Available to Estate Owners 
and Their Heirs” were discussed by 
Charles F. Collins, C.P.A., on Novem- 
ber 30. 

Mahoning - Shenango Valley (Ohio- 
Pa.)—Frank W. Knisley, assistant vice 
president. estate planning division, Pitts- 
burgh National Bank, discussed “Un- 
scrambling Joint Assets in Estate Plan- 
ning” on November 16. 

Philadelphia, Pa.—H. Ober Hess, at- 
torney, spoke on “Highlights of the 
Pennsylvania Inheritance and Estate 
Tax Act of 1961” at the November 1 
meeting. 

Pittsburgh, Pa.—Alan D., Riester, at- 
torney, discussed the “Pennsylvania As- 
sociations” Act and Its Implications as 
Related to the Kintner Regulation” on 
November 28. 

Chattanooga, Tenn.—‘Field Experi- 
ences in Advanced Underwriting” were 
the theme of an address by Arthur D. 
Reed, C.L.U.. special agent for the 
Northwestern Mutual Life Insurance 
Co., Nashville, at the November 21 meet- 
ing. 

Central Texas (Austin) —“The Work 
of the Estate Planning Team During Ad- 
ministration” was discussed by Parker 
C. Fielder, tax attorney and Professor of 
Law, University of Texas Law School, 
on November 21. 

Deep East Texas (Lufkin)—‘Integra- 
tion of Life Insurance in an Estate Plan” 
was discussed on November 28 by C. E. 
Gaines, C.L.U., director, Institute of 
Marketing, Southern Methodist Univers- 
ity, Dallas. 

El Paso, Texas—V. Randolph Delk, 
attorney, spoke on “Liquidity Problems 
in Estate Planning” on November 21. 

Houston, Texas — “Interesting Legal 
Aspects of Life Insurance” were dis- 
cussed by James L. Walsh, Jr., associate 
counsel of Southwest Life Insurance, 
Dallas, on November 28. 

San Antonio, Texas—‘Insurance in 
Estate Planning” was the theme of an 
address by Joe C. Stephens. Jr., life un- 
derwriter, on November 21. 

Roanoke, Va.—John Cocke. trust offi- 
cer, First National Exchange Bank, and 
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Charles D. Fox, III, attorney, discussed 
“Life Insurance Trusts and the Problems 
Created by the Bickers’ Case” at the 
November 6 meeting. 

Madison, Wis. — Joseph Tierney, 
C.P.A. and attorney, spoke on “Evalua- 


tion of Stock of a Closed Corporation” 
on November 27. 

Racine-Kenosha, Wis.—A panel dis- 
cussion dealing with a typical estate 
problem provided the program on No- 
vember 2. The panel was composed of: 
Roy Stewart, attorney; Glenn Morss, 
Northwestern Mutual Life Insurance 
Co.; David Hulbert, accountant; Leo M. 
Brickley, trust officer, First National 


Bank, Kenosha. 


Toronto, Ont.—“The Implications of 
Portable Pension Legislation” were dis- 
cussed on November 7 by a panel con- 
sisting of: Lawrence E. Coward, F.1.A.., 
A.S.A., vice president, William M. Mer- 
cer, Ltd., pension plan consultants, and 
John Seltzer, manager, pension trust 
division, Canada Trust Co. 


A A A 


Sotheby’s Publishes Pictorial 
Review of 1960-61 Season 


This year is the centenary of the death 
of Samuel Leigh Sotheby, whose name 
has survived in the illustrious history of 
his firm. In 1828 Samuel Sotheby’s friend 
Joseph Halewood drew up for him a set 
of “Hints for a young auctioneer of 
books” the first of which was: “Consider 
your catalogue as the foundation of your 
eminence and make its perfection of 
character an important study.” 

The recent volume, “Sotheby’s 217th 
Season,” is far more than a catalogue, 
but it certainly lives up to the spirit as 
well as the letter of Halewood’s Rule 
One. The color and black-and-white re- 
productions of art treasures make the 
volume a treasure in itself. Captions 
and introductory sections are succinct, 
factual, informative. For connoisseurs 
and professionals it represents a repre- 
sentative survey of the state of the 
fine arts market during 1960-61. For 
the general reader it is a stimulus to a 
greater interest in the arts and crafts, 
and a reminder of the continuing flow of 
artistic works of the near and distant 
past from one owner to another. 

This $6.50 book presents visually the 
major items which made up a season’s 
turnover of £8,440,762 ($23,634,100). 
Sotheby’s turnover in 1744 was £826. 
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e Chase Manhattan Bank has published 
a booklet about its new building entitled 
simply “1 Chase Manhattan Plaza.” It 
contains both descriptive text and beau- 
tiful photographs in color and in black- 
and-white. 


New Personal Money Manage- 
ment Booklet Includes 
Estate Planning 


A chapter on planning your estate ap- 
pears in the new American Bankers As- 
sociation booklet on “Personal Money 
Management.” It discusses the need for 
a will drawn by a “qualified attorney,” 
the choice of an executor, the use of a 
letter of last instructions (with a check- 
list of information it might contain). 
and pertinent trust department services. 

Immediately before this chapter the 
editors have included a short method of 
estimating what you are worth. Earlier 
sections covered saving, spending, hous- 
ing. insurance, investing, and credit. The 
practical suggestions offered are accom- 
panied by tables with which the reader 
can compare his own situation or plans, 
and the booklet ends on the sound idea 
of not overlooking life’s “extra divi- 
dends” — advancement, health and 
recreation. 

The balanced financial program advo- 
cated is presented in an attractive and 
readable manner and should be of par- 
ticular benefit to young men and women 
who are looking ahead. Older people 
who want a standard against which to 
consider their own situation will also 
find it useful. 





For complete 
trust services 
in Arizona... 


rely on First National’s experi- 
enced trust officers. Their knowl- 
edge of all aspects of estates and 
investments makes them a sound 
partner. And, as the state’s oldest 
bank with 70 statewide offices, 
First National can provide your 
customers with any information 
they need on Arizona. 


Call 271-6742 collect, or write 
Trust Department 
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CHARLES E. WILSON, Secretary of De- 


fense in President Eisenhower’s ad- 
ministration, left the bulk of his estate 
in trust for his wife, children and grand- 
children, but gave certain shares of 
stock and a promissory note directly to 
his six children, but he recommended 
that the interest in one company be held 
as a family group until the stock is of- 
fered for public sale. 

Mrs. Wilson is provided for by a mari- 
tal deduction trust, and in the event she 
fails to appoint the remaining principal, 
it is to be added to a residuary trust. 
During the lifetime of the survivor of 
his children, the income of the residuary 
trust is to be distributed in equal shares 
to each of his living children and grand- 
children. Upon the death of the last sur- 
vivor, the trust income is to be dis- 
tributed in equal shares to his living 
grandchildren and the issue of deceased 
grandchildren, who shall take by right of 
representation. At ages 30 and 40, each 
of these income beneficiaries is to re- 
ceive one-half of the trust principals set 
apart for him. 

Mr. Wilson’s son and the National 
Bank of Detroit are appointed executors 
and trustees. The son is granted the right 
to remove the corporate executor and 
trustee, in which event he is directed to 
designate to the Probate Court some 
other corporate fiduciary. 


Oscar B. HANSON, a pioneer in radio 
and television broadcasting and formerly 
a vice president of R.C.A., provided for 
the distribution of his estate in a one- 
page, succintly expressed will. Among 
the automobiles he possessed at his death, 
his servant is to receive one of his choos- 
‘Ing, together with a cash bequest of 
$2,000. One of his friends is given all 
his photographic equipment and another 
is devised his land and building at his 
home in Westport, Conn. The last men- 
tioned individual is also given one of 
the automobiles not selected by his 
servant. The remainder of his estate is 
to be divided by his executor, City Trust 
Co. of Bridgeport, among his three 
nieces. 


KATHERINE G. BENEDICT, widow of the 
former president of Remington Type- 
writer Co., and grandmother of runaway 
heiress Gamble Benedict, altered her will 
by a codicil dated April 13, 1960 which 
deleted a provision in the will directing 
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payment of principal or a residuary trust 
to her granddaughter. Two-fifths of her 
residuary estate is to be held in trust 
for her grandson and upon his death, 
the trustee is directed to distribute the 
remaining principal among his issue, her 
granddaughter, her niece, and the issue 
of her niece in such proportions ad terms 
as the trustee shall in his absolute dis- 
cretion determine. Her granddaughter 
is also named income beneficiary of a 
residuary estate and the remainder is to 
be distributed in a manner similar to 
that of the other trust. The will original- 
ly provided for partial distribution of 
principal to Gamble at ages 25 and 35. 
Appointed as executor and trustee is 
the husband of Mrs. Benedict’s niece and 
named as successor fiduciaries are her 
niece and Empire Trust Co., New York. 


HAROLD F. TEMPLE, president and chief 
executive officer of P. Lorillard Co., be- 
queathed a cash legacy to his wife and 
to one of his daughters the sum required 
as a benefit reserve under Lorillard’s 
employee retirement plan. The balance 
of the estate is to be held in two funds 
benefiting his wife — a marital deduc- 
tion trust and a residuary trust — and 
the remainders of both funds are dis- 
tributable to his living issue per stirpes. 

Mr. Temple provided his trustee with 
two sets of instructions concerning in- 
vasion of the trust funds, designating 
them as mandatory and as discretionary. 
As to the former, the trustee is under 
the duty to invade trust funds to the ex- 
tent that in any year the widow’s income 
from all sources is less than a stated 
amount. In determining whether to make 
a discretionary invasion payment, the 
trustee must take into account the in- 
come to which the widow is then en- 
titled and the total of her other property 
and resources, All invasion payments 
are to be made from the principal of 
the marital deduction trust and not from 
the residuary trust until the former has 
been exhausted. 

Chemical Bank New York Trust Co. 
is appointed executor and trustee and 
it is authorized, in order to insure effi- 
cient management, to mhanage both trust 
funds as a consolidated fund. For the 
purposes of exercising stock options the 
bank is authorized to loan funds in its 
‘capacity as executor to itself in its 
capacity as trustee or vice versa. 





Leo A. CARRILLO, well known movie 
star, left the greater part of his $1,500,- 
000 estate in trust for his daughter. He 
explained in his will that the person to 
whom he referred as his daughter was 
not born of his marriage with Mrs. Car- 
rillo, nor was she formally adopted, but 
he declared that it was his express in- 
tention that she be given all rights under 
the will as though she were their daugh- 
ter. The income of the trust is to be dis- 
tributed monthly to her and if the pay- 
ments do not amount to at least $1,000, 
the trustees are directed to invade the 
principal to make up the difference. 

Upon his daughter’s death, the sum 
of $100,000 is to remain in trust for the 
living children of his daughter and is to 
be distributed to them when the young- 
est attains his majority. The balance 
of the trust remainder is to be paid to 
a charitable foundation in the name of 
the testator and his wife. 

Mr. Carillo indicated that the trust 
estate of his deceased wife would pass, 
upon certain eventualities, to the State 
of California to be used for public park 
purposes, but at the time that his wife 
provided for the trust, “the public park 
program ... was headed in a different 
direction in the public interest from what 
it is today.” Therefore, he reauested the 
trustees of that trust to allow the trust 
funds to be employed for purposes con- 
sistent with carrying out the objectives 
and purposes of the charitable founda- 
tion which he created shortly before 
his death. 

His daughter and the United Cali- 
fornia Bank of Los Angeles are ap- 
pointed executors and trustees. All pur- 
chases or sales of securities or property 
by the trustees are to be subject to the 
written approval of his daughter. 


WILLIAM HANSELL BELL, retired part- 
ner in the National New York office of 
the accounting firm Haskins & Sells, be- 
queathed the proceeds of his partnership 
interest, including any amounts due to 
him by the firm at the time of his death, 
to his wife. He made provision for two 
cash bequests in the amounts of $5,000 
and $1,000 to his daughter-in-law and a 
household servant. 

Two-thirds of the residuary estate is 
to be placed in trust for Mrs. Bell who 
is granted the power to appoint the trust 


‘remainder, and, if she requests, to re- 


ceive payments of principal. The bal- 
ance of the residue is to be divided into 
three shares and held in trust for Mrs. 
Bell’s daughter and two granddaughters. 
The trustee is directed to divide the trust 
fund so that the share set aside for the 
daughter shall be twice the size of those 
established for the granddaughters. Up- 
on attaining the ages of 30 and 40, the 
granddaughters are to be paid, on each 
oceasion, one-half of the principal of 
the funds set aside for them. The daugh- 


(Continued on page 1197) 
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ESTATE TAX 


Release of trust power not made in 
contemplation of death. In 1929, decedent 
created irrevocable trust to provide in- 
come for his mother and then his wife. 
Upon their deaths, trust would terminate 
and principal was to be distributed to 
his children. He retained right to alter 
or amend trust. He was assured by his 
attorney that trust corpus would not be 
included in his estate. In 1952, upon ad- 
vice of his attorney, who was concerned 
that as result of change in regulations, 
corpus would be includible in his estate 
unless power was relinquished, he gave 
up right to alter or amend trust. He died 
16 months later. Commissioner included 
corpus in estate as transfer made in 
contemplation of death. 

HELD: For estate. Primary motive in 


recreating trust was to provide independ- 


ent income for mother and wife. Release 
of power by grantor was merely com- 
pletion of what he thought he had ac- 
complished in 1929. Trust property was 
not includible in estate. Est. of D. W. 
Wardwell v. Comm., T.C. Memo. 1961- 
295, Oct. 26, 1961. 


Bequest to wife conditioned upon sur- 
vival to distribution does not qualify for 
marital deduction. Decedent left entire 
estate to his widow, conditioned upon her 
surviving until date of distribution. In 
event she failed to so survive, estate de- 
volved to other beneficiaries. Estate 
claimed allowable marital deduction for 
wife’s interest, which Commissioner dis- 
r allowed. 

HELD: For Commissioner. Interest 
would have failed if wife died before 
distribution. It was, therefore, termin- 
able and failed to qualify for marital 
deduction. A. Farrell v. U. S., D.C.S.D. 
Cal., Oct. 12, 1961. 


Balance of running account owed by 
decedent deductible by estate. Sister of 
decedent loaned him $60,694 over a pe- 
tiod of more than thirty years. Accurate 
tecords of running account were main- 
tained by decedent, reflecting advances 





and payments. Money was loaned with 
inderstanding that it need not be repaid 
intil decedent could conveniently do so, 
wv until sister needed it. Amount due was 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


claimed as deductible debt on estate tax 
return. Commissioner disallowed deduc- 
tion on ground that running account, in 
fact, represented three separate accounts, 
payment of which was barred by statute 
of limitations. Estate paid additional tax 
and sued for refund. 


HELD: For estate. Total amount due 
represented just debt for which estate 
was obligated. Since it was payable at 
convenience of decedent, it was not 
barred by statute. Balance in account 
represented deductible claim. F. A. Kerr, 
Co-exr. v. U. S., D.C.E.D. Va., Oct. 4, 
1961. 


Renunciation of bequests held to con- 
stitute gift. Decedent bequeathed residue 
of his estate in trust for benefit of his 
wife and three sons. Portion of residue 
was set aside for maintenance of 500- 
acre estate for life of widow and there- 
after at election of two of three sons. In- 
come from five-eighths of remainder of 
residue was payable to widow for life. 
Decedent died in 1931 and no trusts were 
formally established until 1956. During 
this period, widow and families of three 
sons resided on estate, and at no time 
did widow file election to take against 
will. In 1956, she executed written con- 
firmation of renunciation of _ three- 
eighths interest in trust income as re- 
quired under state law. Commissioner 
treated renunciation as taxable gift to 
three sons. 


HELD: For Commissioner. Renuncia- 
tion was not made within reasonable 
time after knowledge of bequest. Widow’s 
prior conduct constituted acceptance of 
bequest. Gift tax attaches regardless of 
validity of renunciation under state law. 
K. S. Fuller v. Comm., 37 T.C. No. 19, 
Oct. 31, 1961. 


INCOME TAX 


Loss on redemption of stock by estate 
not allowed. Taxpayer-estate acquired 
stock from decedent who owned 25% of 
outstanding shares. Balance of 75% was 
owned by decedent’s three sisters. Sisters 
were legatees in equal shares of dece- 
dent’s residuary estate, including all of 
decedent’s stock. In order to meet taxes 


and administration expenses required 
from taxpayer-estate, corporation re- 
deemed approximately half of shares 
over three-year period. Redemption re- 
sulted in capital loss to taxpayer. Com- 
missioner disallowed loss claimed by tax- 
payer on ground that under attribution 
rules of Section 267(c) (1) of 1954 Code, 
seller (taxpayer-estate) constructively 
becomes individuals who are beneficiaries 
of estate. As result, sale is between in- 
dividual and corporation more than 50% 
of whose stock is constructively owned 
by individual, and thus loss is not allow- 
able. 


HELD: For Commissioner. Such 
losses between individual and corpora- 
tion whose stock is directly or construc- 
tively owned by individual, in percentage 
amounts existing here, are not allowable. 
Est. of R. Hanna v. Comm., 37 T.C. No. 9, 
Oct. 20, 1961. 


Grantor taxable where general power 
to amend trust retained. Taxpayers cre- 
ated trusts for family members, naming 
themseives as trustees. They retained 
power to amend trust. Trust was later 
amended to modify certain of grantors’ 
powers. Commissioner taxed trust income 
to grantors. Tax Court upheld Commis- 
sioner. 


HELD: Tax Court affirmed. Trust in- 
strument as reformed still reserved to 
grantors general power to amend. Bur- 
den of showing extent to which this 
power was restricted by modifications is 
upon taxpayers. Right to alter income 
payments remained. This was sufficient 
to make grantors taxable on trust in- 
come. Gurich, et al v. Comm., 1st Cir., 
Nov. 3, 1961. 


Tax lien foreclosed against cash sur- 
render value of life insurance policies. 
Government foreclosed tax lien for un- 
paid taxes on cash surrender value of 
life insurance policies on taxpayer’s life. 
Lien was on total cash surrender value 
of policies, including successive incre- 
ments of that value. Insurer contended 
that automatic premium loans made on 
policies created equivalent indebtedness 
of insured to insurer, aggregate of which 
would be deducted from value of policies. 
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HELD: For Commissioner. Govern- 
ment is entitled, by virtue of tax lien, to 
total cash surrender, value -of policies. 
Each successive payment or credit of 
premium enhances cash surrender value, 
even though many were effected by pre- 
mium loans. Such loans may not be offset 
against lien. Had so-called premium 
loans actually been advancements of in- 
sured’s money, any resulting increase in 
cash surrender value would clearly have 
been subject to lien. However, if premi- 
um credits were actually equivalent to 
loans of insured’s money, they were made 
by it at its peril with notice of tax lien, 
priority of which is unassailable. Remedy 
of insurer lies in action against insured 
by action in debt. U. S. v. Bankers Na- 
tional Life Ins. Co., D.C.N.J. Nov. 3, 1961. 


Amortization of premiums on bonds 
donated to charity. In 1954, taxpayer 
purchased $2,000,000 worth of public 
utility bonds at premium. Bonds had 
been issued prior to January 22, 1951, 
and were callable on thirty days’ notice 
at price lower than purchase price. Tax- 
payer put up $118,000 and borrowed bal- 
ance. He held bonds for thirty days, 
and then donated $1,250,000 face amount 
to charity. Charities assumed indebted- 
ness. Taxpayer then took deduction by 
way of amortization of premium, and 
also for charitable contribution. Commis- 
sioner disallowed deduction for premium. 

HELD: For taxpayer. Tax-saving mo- 
tive is not sufficient reason for denying 
deduction. As long as purchase is legiti- 
mate, involving risk of loss, deduction is 
not to be denied. Evans, et al v. Dudley, 
3rd Cir., Nov. 8, 1961. 

Note: This tax saving plan must be 
considered in light of Section 171 of 1954 
Code, as amended by 1958 Technical 
Amendments Act. 





Holding period of option stock runs 
from acquisition date. On January 10, 
1957, taxpayer exercised option to pur- 
chase 1,000 shares of his company’s 
stock, and delivered his check in pay- 
ment, Under company plan, employee 
had no rights as stockholder and no 
interest in shares until certificates were 
issued. On January 16, 1957, stock certi- 
ficate was issued. On July 16, 1957, tax- 
payer sold 700 shares, and reported his 
gain as long-term capital gain. Commis- 
sioner determined that taxpayer real- 
ized short-term capital gain. Taxpayer 
argued that holding period started on 
January 10 when he acquired substan- 
tial contract rights which would ripen 
into full ownership. 

HELD: For Commissioner. Holding 
period begins with date of acquisition 
of stock. Taxpayer had no rights as own- 
er prior to January 16, 1957, since he 
did not “own” stock prior to that date. 
Since stock was not held for more than 
six months, gain is taxable as short-term 
capital gain. Swenson, et al, v. Comm., 
37 T.C. No. 16, Oct. 31, 1961. 

Cost of annuity policy deducted from 
compensation taxable to employee. Tax- 
payer-doctor entered into written agree- 
ments with two hospitals to perform 
pathological services for them for which 
he was to receive percentage of monthly 
gross receipts of their laboratories. By 
later amendment to agreements in 1953, 
hospitals agreed to subtract stated sums 
from amounts due him and to remit such 
sums directly to life insurance company 
for purchase of retirement income an- 
nuity policy and such other annuity con- 
tracts as sums would provide, and for 
payment of premiums on existing con- 
tracts. Taxpayer was sole owner and 
beneficiary under contracts. Commission- 
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er charged taxpayer with additional] in- 
come to extent of premiums paid on his 
behalf for 1953 and 1954. Taxpayer con. 
tended that his employers, two hospitals, 
purchased annuity policies within pur- 
view of Section 22(b)(2)(B) of 1939 
Code (Section 403(a) (1) of 1954 Code) 
and premiums were not taxable to him. 
HELD: For Commissioner. Sections 
22(b) (2) (B) and 403(a) (1) apply only 
to sums contributed by employer out of 
its own, not employee’s funds. Nor do 
sections apply to amounts paid by em- 
ployer out of employee’s compensation, at 
employee’s direction. Amounts deducted 
from taxpayer’s percentage of gross re. 
ceipts were constructively received by 
him and as such constituted taxable in- 
come to him. Llewellyn, et al v. Comm., 
7th Cir., Nov. 7, 1961. : 


, 


Payments under employment contract 
not treated as life insurance. Taxpayer’s 
husband, officer and stockholder of cor- 
poration, executed employment agree- 
ments with other stockholders, providing 
in part that should any one die during 
term of employment, surviving widow 
would receive total of $50,000, payable 
monthly for two years. Prior to agree- 
ments, corporation had insured taxpay- 
er’s husband for $75,000. Upon his death, 
corporation collected $75,000 and paid 
taxpayer $50,000 in 24 equal monthly 
installments. Taxpayer excluded from 
income full amount received. Commis- 
sioner excluded $5,000 and included bal- 
ance of $45,000. 

HELD: For Commissioner. Life insur- 
ance policy was owned by corporation. 
Employer paid premiums and was bene- 
ficiary of proceeds. Employee was never 
required to treat any of premiums as 
compensation. Amounts paid taxpayer 
were paid under employment agreements, 
and were not life insurance proceeds. 
As such, they are taxable as income to 
widow. Sheaffer, et al v. Comm., 37 T.C. 
No. 13, Oct. 31, 1961. 


REVENUE RULINGS 


Income Tax: Basis for determining loss 
on surrender of refund annuity contract. 
Taxpayer purchased single premium re- 
fund annuity policy for 25x dollars. Prior 
to 1956, he received payments totaling 
15x dollars of which 7x dollars had been 
excluded from gross income under law 
prevailing at time of receipt. He received 
10x dollars upon surrender of policy in 
1956. 

Service rules that in determining 
amount of loss sustained, basis of con- 
tract is cost (25x dollars), less amounts 
previously received under contract and 
properly excludable from gross income 
under applicable law. Excess of basis 
thus determined (18x dollars) over 
amount received upon surrender (10x dol- 
lars) constitutes ordinary loss (8x dol- 
lars). Rev. Rul. 61-201, ILR.B. 1961-46, 8. 
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WILLS 
(Continued from page 1194) 

fer is given the privilege of withdrawing 
pne-third of the principal from the trust 
yreated in her favor prior to her be- 
woming 40 years of age and may with- 
jraw all of the principal after her 40th 
yirthday. Appointed as executor and 
trustee is the Montclair (N. J.) National 
Bank and Trust Co. 

Harry M. MILLER, authority on securi- 
ties investments, willed a large part of 
his $750,600 estate to charities benefiting 
needy children residing in York, Pa. 
After giving his executors detailed and 
explicit instructions for his burial and 
the care of his grave, Mr, Miller pro- 
vided in his will for the payment of cash 
bequests, approximating $20,000, to sev- 
eral relatives. In addition, he directed 
payment of $50,000 to his brother, sister, 
and the York Trust Co. as trustees, for 
the benefit of his nieces, nephews, cousins 
and other's. 

The balance of the estate is also to be 
placed in trust and 25 per cent of the 
income is to be annually distributed by 
the Salvation Army in York to approxi- 
mately 200 children for the purpose of 
attending the York County Fair on Chil- 
lren’s Day. The Salvation Army is to 
receive an additional 15 per cent of the 
income to be used for the distribution of 
shoes and rubbers to needy children on 
New York’s Day. The remainder of the 
income is to be distributed among ten 


Tiesignated charities in York and Phila- 


lelphia. 

His brother, sister and the Union 
Trust Co. of St. Petersburg, Fla. are 
1amed as executors of the will. 

EUNICE DANE, concert pianist, left an 
state estimated at $2 million. A number 
if friends and servants are bequeathed 
ash sums varying from $125,000 down 
‘o $350, and included among those named 
were her “faithful cook” who is to re- 
‘eive $25,000, and a friend who was be- 
jueathed $125,000 and the lease to her 
‘cooperative apartment. She also directed 
ter executors, the Chase Manhattan 
Bank of New York and an individual, to 
vay $10,000 dollars to a former husband 
within 10 days of her death. 

The balance of the estate is to be 
livided into two equal funds — a cash 
und and a trust fund. From the cash 
und, the executors are to pay over 
510,000 to her ex-husband each year un- 
il the fund is exhausted, or if he should 
lie prior to such event, the sum remain- 
ng is to be distributed equally among 
the surviving issue of Mrs. Dane’s 
other. Her former spouse has also 





teen granted a life income interest in the 
rust fund and her brother’s surviving 
8sue are bequeathed remainder interests. 
Mrs. Dane directed that her dogs be 
humanely destroyed” by a veterinarian. 


THEOPHIL H, MUELLER, former presi- 
lent of Julius Kayser & Co., well known 
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“La Liseuse,” Fragonard painting, formerly 
part of the Erickson collection, was sold at 


the November 15 Parke-Bernet auction to 

the National Gallery of Art, Washington, 

D.C., for $875,000, second highest item of 
the sale. 





hosiery and glove firm, made cash be- 
quests to brothers and sisters and to the 
domestic employees in his service for 
more than one year, and left the balance 
of the estate to charity. 

The residuary estate is to be divided 
into five equal shares, two of which are 
to be paid to two Moravian seminaries 
in Bethlehem, Pa., to assist deserving 
students, preferably sons and daughters 
of Moravian ministers. The other shares 
are distributable to the Moravian Old 
Peoples Home, a Moravian Congregation 
in Bethlehem, and Lehigh University. 

Designated as executors are the 
Bankers Trust Co. of New York and the 
testator’s brother. 





When you require 
a Rhode Island 
fiduciary... 
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Providence 
Telephone: JA 1-6700 


Erickson Art Collection 
Brings $4.6 Million 

A total of $4,679,250 was paid by pur- 
chasers for 24 paintings from the col- 
lection of the late Mr. and Mrs. Alfred 
W. Erickson at the November 15 auction 
conducted by Parke-Bernet Galleries in 
New York. A record $2,300,000 was. paid 
for Rembrandt’s “Aristotle Contemplat- 
ing the Bust of Homer” (see reproduc- 
tion in July ’61 T&E, p. 665) which was 
bid in by the Metropolitan Museum of 
Art, New York, after four minutes of 
bidding. The Museum’s director, James 
J. Rorimer, later stated that the acquisi- 
tiontion of the Rembrandt was made 
possible by contributions from several 
individuals. 

Second highest in purchase price was 
Fragonard’s “La Liseuse”’ (reproduced 
here) which went to the National Gal- 
lery of Art in Washington, D.C., for 
$875,000. It was bought by Chester Dale, 
a collector, many of whose paintings al- 
ready hang in the National Gallery. 

The remaining paintings sold for 
amounts running from $7,000 to $220,- 
000. More than 20,000 people came to 
see the art treasures at the public ex- 
hibition which preceded the sale, and 
2,000 attended the auction itself. The sale 
was held in four galleries, connected by 
closed-circuit television. 

Mr. Erickson, co-founder of the adver- 
tising agency McCann-Erickson, Inc., 
died in 1936. His will appointed Bankers 
Trust Co. of New York trustee and co- 
executor and provided that Mrs. Erick- 
son should have the paintings during her 
lifetime. After her death, which came in 
February of this year, they were to be 
sold on order of the trustee. The proceeds 
will be divided into 90 equal legacies. 
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CHARITABLE TRUSTS — Bequest for 
Children of Persons Convicted of 
Political Crimes Invalid 


California—District Court of Appeal 

Estate of Robbins, 196 A.C.A. 398 (Oct. 17, 

1961). 

Decedent left his estate in trust. ‘* * * 
to provide for the case, comfort, support, 
medical attention, education, sustenance, 
maintenance or custody of such minor 
Negro child or children, whose father or 
mother, or both, have been incarcerated, 
imprisoned, detained or committed in any 
federal, state, county or local prison or 
penitentiary, as a result of the convic- 
tion of a crime or misdemeanor of a 
political nature.” The Superior Court 
held the trust invalid. 

HELD: Affirmed. The trust was in- 
valid as contemplating an illegal pur- 
pose. The trust provisions “* * * embody 
a condonation of violations of the ex- 
isting law relating to offenses of a par- 
ticular nature and establish a means of 
rewarding members of a defined class of 
convicted persons by the furnishing of 
aid to their children. The tendency of 
such a trust, if permitted to be per- 
formed, to foster disrespect for the law 
and, at least in some instances, to en- 
courage the violation thereof is evident. 
% & 49? 

Cy pres was inapplicable because the 
only purpose manifested was that the 
property should be applied to an illegal 
purpose, there being no general chari- 
table intention express or implied. 

Note: Because of the illegality of the 
trust an heir was not disqualified from 
taking by a clause in the will disinherit- 
ing any “beneficiary” who might contest 
the will. It seems equally clear that even 
though the forfeiture clause had been 
broader, and directed against heirs who 
might contest the will, it would have 
been equally ineffective, since a testator 
cannot set up a trust violative of public 
policy and penalize heirs or anyone else 
who may seek to invalidate it. 


CLaIms — State’s Demand Barred by 
Non-Claim Statute 


Florida—District Court of Appeal, 2nd District 
Florida Industrial Commission v. Esiate of Lin- 
coln R. Smith, 132 So. 2d 426. 

The Florida Industrial Commission at- 
tempted to file a claim against the estate 
of a decedent after the expiration of the 
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statutory eight-months period during 
which claims must be filed. 

HELD: Florida Statutes 733.16 is a 
statute of non-claim, the purpose of 
which is to provide for the speedy and 
final determination of decedents estates. 
Despite the fact that the United States 
Supreme Court had previously ruled that 
federal tax claims were not barred by 
the Florida non-claim statute, a decision 
obviously still distasteful to the Florida 
Supreme Court, the court refused to ex- 
tend the same extraordinary privilege 
to the State of Florida, or any of its 
agencies, and held that their claims must 
be filed within the limited period in the 
same fashion as all other claimants, save 
the United States. 


DISTRIBUTION — Adopted Child In- 
herits Through Parent 


Florida—District Court of Appeal, 3rd District 

First National Bank of Miami v. Bobcik, 132 So. 

2d 299. 

Sarah Oursler died, leaving a testa- 
mentary trust, the income from which 
was payable to Joseph Cooper for his 
life, and upon his death, the principal 
was to be distributed to the “then living 
descendants” of Joseph Cooper, if any, 
or, in lieu thereof, to a designated char- 
ity. Joseph Cooper had no natural chil- 
dren, but shortly before his death he 
adopted the plaintiff, Marian Bobcik. Af- 
ter Joseph Cooper’s death, the trustee 
refused to distribute to the adopted 
daughter of Joseph Cooper and she com- 
menced the reported litigation. The trus- 
tee and charity appealed from a final 
decree in favor of the adopted daughter. 


HELD: Affirmed. Florida statutes have 
long provided that an adoptee is the 
legal heir and equivalent to a legitimate 
child of the adopters. The contention 
was here made by the trustee and charity 


that the adoptee’s qualities as heir were ° 


meant to apply only between the im- 
mediate parties to the adoption, and 
that no right can be conferred upon the 
adoptee to inherit from persons other 
than the adopter. The appellate court 
concluded, however, that the adoptee in- 
herits because she fitted the description 
of the person described as the ultimate 
beneficiary in the will, and not as an heir 
or descendant of the testatrix, Sarah 
Oursler. 


NOTE: This is a case of first impression 
in Florida and places it in the grow- 





ing number of states which have reached 
the same conclusion on similar facts. 
These recent holdings are contrary to 
the bulk of similar cases decided twenty 
or more years ago. 


DISTRIBUTION — Grandson of Prede- 
ceased Legatee Takes Under Anti- 
Lapse Statute 


Ohio—Probate Court, Montgomery Co. 


Third National Bank & Trust Co., Admr. v. 
Clendening, 86 Ohio L. Abs. 340. 


The Ohio anti-lapse statute (Ohio Rey. 
Code Sec. 2107.52) provides in part: 
“When a devise of real or personal es- 
tate is made to a relative of a testator 
and such relative was dead at the time 
the will was made, or died thereafter, 
leaving issue surviving the testator, such 
issue shall take the estate devised as 
the devisee would have done if he had 
survived the testator ..... ” Testatrix’ 
will gave her entire estate to her sister, 
Angie, who predeceased the testatrix, 
Angie had one son who predeceased her, 
leaving one son, Angie’s grandson. 

HELD: Ohio cases do not limit “issue” 
to a child or children. The word means 
“descendant,” adopted as well as natural. 
A grandchild of a relative of the testa- 
trix comes within the meaning of the 
word “issue” as used in Ohio Rev. Code 
Sec. 2107.52 and is entitled to receive 
the property devised to his grandmother. 


DISTRIBUTION — Pretermitted Chil- 
dren — Actual or Constructive No- 
tice Required before Life Tenant 
can hold Adversely to Remainder- 
man Claiming as Pretermitted Child 


Tennessee—Court of Appeals (Western Section) 
Young v. Young, 349 S.W. 2d 545. 


Testatrix executed her will in 1908, 
leaving her entire estate to her husband. 
She had no children until 1916, when her 
only child was born. She died in 1918 
without changing her will, which was 
duly probated and administered accord- 
ing to its terms. The executor filed his 
final report and closed the estate in 
1921. The husband of testatrix remar- 
ried in 1923. 

In 1951 there were executed and re- 
corded two deeds to a form which had 
been owned by testatrix, the purpose of 
the two deeds being to create a tenancy 
by the entireties in the farm in the hus- 
band and his second wife. The only child 
of testatrix reached his majority in 
1937, but-he exercised no control over 
the farm in question during the lifetime 
of his father. The father died in 1954 
and the son in the present proceeding 
claimed title to the farm as a preter- 
mitted child under his mother’s will, 
claiming a remainder in fee after his 
father’s life estate. The second wife of 
the father claimed fee simple title as 
surviving tenant by the entirety, and 
contended that the son’s claim was barred 
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by certain statutes of limitations of 
seven and twenty years. The Chancellor 
rendered a decree in favor of the son. 

HELD: Affirmed. Tennessee statutes 
provide that a child born after the mak- 
ing of a parent’s will, and not provided 
for or disinherited therein but only pre- 
termitted, and not otherwise provided for 
during his parent’s lifetime, shall suc- 
ceed to the same portion of the parent’s 
estate as though the parent had died in- 
testate. No evidence was introduced to 
show that the testatrix intended to dis- 
inherit her infant son or to take this 
case out of the operation of the statutes. 
The son, therefore, inherited fee simple 
title to the farm in question, subject to 
the father’s curtesy or life interest. 

The evidence fails to show that the 
father held adversely to the son, or that 
the father ever renounced his life estate 
and claimed a greater interest. Further, 
the evidence indicates that the second 
wife was not a bona fide purchaser with- 
out notice of the status of the title, and 
there is insufficient evidence that the son 
had notice, actual or constructive, of 
adverse claims by the father or step- 
mother to perfect any title in the latter 
by adverse possession or prescription. 


DISTRIBUTION — Set Off not Permit- 
ted Against Share of Heir Taking 
by Representation 


California—District Court of Appeal 
Estate of Berk, 196 A.C.A. 287 (Oct. 13, 1961). 


Berk died intestate, leaving, among 
other heirs, David Berkowitz, son of a 
predeceased brother of decedent. David 
therefore took the share of the estate 
that his father Daniel would have taken 
if living. Daniel was indebted to dece- 
dent on a promissory note. The admini- 
strator in his final account claimed the 
right to offset the unpaid note against 
the share David would receive. The right 
of set off was denied by the Superior 
Court. 

HELD: Affirmed. The fact that David 
took by right of representation, that is, 
representing his father Daniel, does not 
entail the consequence that an offset 


, which would have been good against 


Daniel can be made against David. 

NOTE: The case is one of first impres- 
sion in California. Cases collected in 1 
A.L.R. 991, 1037, indicate that the cases 
elsewhere are in conflict. 


JURISDICTION — Estate Tax Appor- 
tionment — Stay of Trust Account- 
ing Proceeding Pending Domiciliary 
Will Construction 

New York—Appellate Division, First Dept. 
In the Matter of the Application of the Bank of 
New York as Trustee, N.Y.L.J., Nov. 8, 1961. 
Huntington created an inter vivos trust 
for the benefit of his wife during her life, 
with remainder to a charitable institu- 
tion, and a second inter vivos trust for 
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the benefit of an infant relative with 
remainder to charity. The value of these 
trusts was includible in his estate for 
estate tax purposes. Huntington died in 
1955, a resident of Connecticut, and ap- 
pellants Anna Huntington and Morgan 
Guaranty Trust Co. were appointed 
executors. 

In 1961, Bank of New York, the trustee 
of both trusts, commenced proceedings 
for the settlement of its intermediate 
accounts and for instructions from the 
court that these two trusts were not sub- 
ject to any executors’ claims for contri- 
tion from the trusts for death taxes at- 
tributable to trust property. Article 
Eighth of the will provided that all estate 
taxes were to be paid from Huntington’s 
residuary estate. The trusts both con- 
tained a provision that any contribution 
from the trusts to estate taxes on the 
death of the settlor should be charged to 
principal. 

The trustee refused to make any con- 
tribution to payment of estate taxes and 
the executors instituted an action in 
Connecticut for construction of Article 
Eighth and to determine whether the 
Connecticut and Federal estate taxes 
should be prorated in accordance with 
Connecticut apportionment statutes. The 
Bank of New York was served with the 
writ and complaint in the action, but did 
not appear or subject itself to the juris- 
diction of the Connecticut courts. 

The executors moved for a stay of the 
two accounting proceedings pending a 


decision in the Connecticut action by the 
court of last resort in that state, it being 
anticipated that a decision would be ren- 
dered shortly. The lower court denied the 
motions on the ground that the questions 
of contribution and apportionment must 
be determined by New York courts. The 
executors appealed from the denial of 
the motions. 

HELD: Reversed. New York courts 
had jurisdiction to grant a trustee in- 
structions as to the applicability of an- 
other state’s tax apportionment statute. 
The law of the domicile of a decedent 
will be applied where apportionment of 
estate taxes is involved. A Connecticut 
decision construing the will and determi- 
ning the applicability of the Connecticut 
tax apportionment statute would not be 
binding on the trustee or on the New 
York courts, but generally New York 
will follow the construction of a will by 
a court of the decedent’s domicile. The 
orderly administration of justice dictated 
that the New York court and the trustee 
should have the benefit of a domiciliary 
construction of the will. Therefore, the 
motions for stay of the New York pro- 
ceedings should be granted. 


JURISDICTION — Orphans’ Court has 
Control over Voting Trust of Es- 
tate Stock 


Pennsylvania—Supreme Court 
Freihofer Estate, 405 Pa. 165. 


Testator’s widow was the sole income 
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beneficiary, and also executor and trus- 
tee of the residuary estate. In the resi- 
due were 10,698 of Freihofer Baking Co. 
stock. The widow married Ross D. Miller. 
In 1946 as executrix and in 1956 as 
trustee she executed voting trust agree- 
ments of the Freihofer stock without the 
approval of the Orphans’ Court. Her 
husband was the voting trustee of both 
agreements and president of the Com- 
pany. She is now divorced from Miller. 
The Company has not paid dividends on 
the stock in the past year. The widow 
filed a petition with the Orphans’ Court 
alleging that she was being deprived of 
income and principal, and that the in- 
terests of the remainderman were in 
jeopardy and the voting trust should 
therefore be terminated. The lower Court 
dismissed the petition for want of juris- 
diction. The widow appealed. 


HELD: Modified and affirmed. The 
jurisdiction of the Orphans’ Court is 
statutory and extends to decedents’ es- 
tates, testamentary fiduciaries, their con- 
trol, removal, discharge, their admini- 
stration and their accounts, certain 
enumerated inter vivos trusts, and under 
certain circumstances, the title to per- 
sonal property. Title to personal proper- 
ty can be adjudicated in the Orphans’ 
Court if the personalty was in decedent’s 
possession, actual or presumptive, at the 
time of death; if the personalty came 
into the possession of decedent’s personal 
representative subsequent to death; if 
the personalty was registered in dece- 
dent’s name, alone, or jointly with 
others; or if there is an allegation by 
the personal representative that the per- 
sonalty was in decedent’s possession at 
death. The Orphans’ Court also applies 
the rules and principles of equity in 
the exercise of its jurisdiction. 

The lower Court was correct in dis- 
missing the petition for want of juris- 
diction. However, the Court has power 
to order redelivery to the testamentary 
trustee of the stock in exchange for the 
voting trust certificates because the cre- 
ation of the voting trust without the 
consent of the Orphans’ Court was il- 
legal. The record is remanded with direc- 


tions to grant petitioner leave to amend 
her petition to ask for the return of the 
stock, 


SPOUSE’S RIGHTS — Divorce Decree 
Revoked Will 


Ohio—Probate Court, Cuyahoga Co. 
Skorapa v. Skorapa, 177 N.E, 2d 310. 


Decedent some years before his death 
executed a will which gave his entire 
estate to his wife. Ten years later she 
obtained a decree of divorce which in- 
corporated in it a settlement agreement 
which provided” * * each party is 
hereby barred from any and all claims 
by way of dower, inheritance, descent, 
distribution or any rights that may arise 
by reason of said marital relationship.” 
Thereafter decedent died and the will 
was admitted to probate. The decedent’s 
brothers claimed the estate. 

HELD: The divorce decree, coupled 
with a full settlement of property rights, 
constituted a revocation of the will as 
to legacies to the divorced spouse. 


SPOUSE’S RIGHTS — Daughter Owed 
Duty of Disclosure to Father Who 
Renounced 


Florida—District Court of Appeal, 2nd District 
Campbell v. Owen, 132 So. 2d 212. 


Testatrix drew her will leaving her 
entire estate to her daughter, who was 
also named as executrix. Shortly there- 
after, testatrix married and subsequent- 
ly died. The executrix and sole benefi- 
ciary procured the drafting by her. at- 
torney of a renunciation and disclaimer 
which she caused to be executed by the 
surviving husband at a time while he 
was convalescing in a hospital. She did 
not disclose to the husband that he was 
entitled to one-half of the estate under 
Florida law as a pretermitted spouse, nor 
did she offer him any consideration for 
his disclaimer. In an action by the hus- 
band to rescind the written instruments 
executed by him, he was granted a favor- 
able summary judgment by the Chancel- 
lor. 

HELD: Affirmed. Daughter, as execu- 
trix, owed a fiduciary duty to the husband, 
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who had a right to share in the estate. 
She breached this duty by obtaining the 
execution of the disclaimer without con- 
sideration and without disclosing the 
true facts to the husband. 


TAXATION — Estate & Inheritance — 
Remainder Subject to Invasion by 
Life Tenant is Taxable to Latter 


Ohio—Court of Appeals, Madison Co. 
In re Phellis’ Estate, 177 N.E. 2d 66. 


Testator’s will gave all his real estate 
to his wife “for and during the term 
of her natural life, with full power and 
authority to sell or convey the whole or 
any part of said real estate, if, in her 
judgment, the same is necessary for her 
comfortable support.****.” The will gave 
the remainder to two daughters with the 
further statement: “It is my intent that 
said remainder interest shall vest in my 
said daughters at the time of my death, 
subject to being divested by the power 
and authority of my wife as hereinbefore 
provided.” The original determination of 
the Ohio inheritance tax did not include 
the remainder interest in the amount 
taxable to the widow; the tax commis- 
sioner excepted and the Probate Court 
sustained the exception. 

HELD: Affirmed. The Ohio inheritance 
tax is not a tax on property but on the 
right of succession to property. Admit- 
tedly a contingency exists: whether the 
widow will exercise her power to con- 
sume and what portion of the remainder, 
if any, will pass to the remaindermen. 
Under Ohio Rev. Code Sec. 5731.28, when 
the succession is subject to a contin- 
gency, the tax shall be imposed under a 
temporary order at the highest rate 
which would be possible on the happen- 
ing of such contingency. It is the duty of 
the Probate Court to take into account all 
possible contingencies set up in the will 
and to follow that line of succession 
which will yield the highest tax. 


WILLs — Construction — Bequest to 
Wife and “Her Heirs” Lapsed on 
Her Prior Death 


Michigan—Supreme Court 
Allen v. Heikkinen, 364 Mich. 129. 


Testator died in 1958. By his will ex- 
ecuted in 1949, he gave all the residue 
of his estate to his wife, “to her and her 
heirs forever.” She died in 1955, but the 
testator did not change his will. The 
plaintiffs, who are the brother and sister 
of the deceased wife, and her sole heirs 
at law, instituted suit for the construc- 
tion of the will, claiming that because 
the testator directed that the residue of 
his estate should pass to his wife, “to 
her and her heirs forever” they take as 
the sole heirs of the wife, and are sub- 
stituted for her and entitled to the resi- 
due of the husband’s estate. 

The lower court found that since the 
language of the will was not ambiguous 
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parol evidence could not be used for the 
purpose of establishing the actual intent 
of the testator. The court further held 


that the reference in the will to the 
heirs vf the deceased wife merely indi- 
cates the nature of the estate given to 
the wife, if she survived, and only if 
she survived the testator, and according- 
ly since the wife predeceased the testa- 
tor the residuary bequest lapsed. 
HELD: Affirmed. The claim of the 
plaintiffs must fail because the quoted 
term “to her and her heirs forever” was 
properly construed as words of limitation 
indicative of the nature and extent of 
the estate to be given to the wife only 
in the event she survived the testator. 
Since the wife predeceased the testator 
such phrase cannot properly be construed 
as making her heirs the beneficiaries of 
the residue of the husband’s estate, and 
accordingly the residuary estate lapses 
and passes to the heirs at law of the 
testator. The language of the will was 
not ambiguous in that it clearly ex- 
pressed the intention of the testator at 
the time the instrument was executed 
and therefore oral testimony could not 
properly be introduced as to the testa- 
tor’s intention. 


WILLS — Construction — Effect of 
Bequest of Bonds in Dollar Amount 


Kentucky—Court of Appeals 


Newell v. State National Bank of Maysville, 348 
S.W. 2d 916. 


Testator devised to his widow for life 
the dwelling and left the residue of his 
estate in trust, to pay the income to her, 
with power of encroachment upon prin- 
cipal, if necessary, for her support, and 
at her death the corpus was to be paid 
to a charity. By one codicil, money be- 
quests were given to the wife of a 
cousin and to two friends, which be- 
quests were stated to be, “prior to the 
establishment of the trust set up in my 
will.” 

By a second codicil testator declared: 


“T will my House 316 Sutton 

St. at death of my wife— 
Morehead College Bonds $15,000 
Trinity Church Bonds $5,000 


i or their equal in 


cash of this date to Lena Newell 
her heirs or assigns. 


R. N. Newell” 


At the time of his death, the testator 
owned only $10,000 in principal amount 
of the Morehead College bonds. 

HELD: The testator intended to leave 
to Lena a remainder interest in only such 
bonds as he owned at the time of his 
death. The values stated opposite the 
two kinds of bonds should be considered 
as merely additional description and not 
as controlling, and the erroneous valu- 
ation must be disregarded. 

(2) The bonds should constitute a 
j part of the trust estate for the benefit of 
the widow, subject to her power of en- 
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croachment. Lena’s interest was _ re- 
stricted to a remainder interest in the 
estate equivalent to the value of the 
bonds as of the date of the testator’s 
death. The provisions of the codicil, al- 
though prevailing over the will if there 
is a conflict, “will not be applied so as 
to effect an alteration of the will, unless 
such an intention on the part of the 
testator is clearly and unequivocally ex- 
pressed in the codicil.” By giving effect 
to such rule effect was given to the sec- 
ond codicil without disturbing the pro- 
visions of the original will. 

(3) The will clearly excludes the 
dwelling from the trust. The widow was 
devised a life estate in the dwelling with 
remainder in fee, pursuant to the pro- 
visions of the second codicil, to Lena. 


WILLs — Construction — Meaning of 
“In Case of Death” 


South Carolina—Supreme Court 


Citizens & Southern National Bank v. Roach, 
filed Nov. 15, 1961. 


Testator willed $18,000 to his foster 
son, T. J. Blakewood, under certain con- 
ditions, and then provided that “in case 
of the death of T. J. Blakewood, any 
amount left will be willed to Frank G. 
Roach, my brother.” The named bene- 
ficiary predeceased the testator. The 
heirs at law of the testator contended 
that the quoted portion above did not 
provide an alternate gift but indicated an 
intention to make a subsequent testa- 
mentary disposition of the legacy. 


HELD: This will was drawn in lay 
wording and it is apparent that the 
quoted provision constitutes a valid be- 
quest to the brother in the event of the 
death of the named beneficiary. While 
the words “will be willed,” taken out of 
context, probably indicate an intention 
to make a subsequent testamentary dis- 
position of the legacy, when construed 
with the other wording of the will as a 
whole, they show the intention of the 
testator clearly to be that the brother 
should take in the event of the death of 
the foster son or the happening of cer- 
tain conditions set forth which would 
negate the legacy to him. 


WILLs — Construction — Meaning of 
“Personalty” 


Maryland—Court of Appeals 

Lee v. Estate of Davis, Daily Record, Nov. 9, 

1961. 

Testatrix bequeathed to Robert and 
Lena, his wife, all her silverware, 
crystal, blue glasses and one pair of ear- 
rings, together with the “right to select 
any pieces of personalty not specifically 
bequeathed herein.” Lena, the surviving 
legatee, filed a claim for some 32 selec- 
tions encompassing practically all of the 
personal estate, including the decedent’s 
leasehold property, automobile and bank 
accounts. There was no realty in the 
estate, and on the date when the will was 
executed, most of the personal estate, 
both tangible and intangible, had been 
owned by the decedent and her husband 
as tenants by the entirety, he having 
thereafter predeceased her. 

The Chancellor held that the will re- 
stricted the legatee to select tangible 
articles of household use or adornment 
which she had owned individually when 
the Will was executed. Lena appealed. 

HELD: Remanded without affirmance 
or reversal. The word “personalty” in 
the will did not include the leasehold 
and intangible personal property, neither 
of which the decedent had owned indi- 
vidually when the Will was executed. 
Applying the same rationale, however, 
and placing itself in the “armchair” of 
the testatrix, the Court further agreed 
that the legatee’s right to select tangible 
personal property should be restricted to 
articles owned individually by the testa- 
trix when the Will was executed. The 
case was remanded to the Lower Court 
for further proceedings only because the 
record was deemed inadequate to estab- 
lish which articles the testatrix had 
owned when the Will was ‘executed and 
which were subsequently acquired. 


WILLs — Construction — Remainder 
Held Vested 


United States—Circuit Court of Appeals, D. of C. 


Powell v. National Savings and Trust Co., No. 
16071, decided July 31, 1961. 


The decedent’s will executed in 1895 





STATEWIDE 
SERVICE 





FIRST 
TRUST Bev ele y. Ve 
BANK 


NEVADA’S 
$300,000,000. 
BANK 


of Nevada 





1201 








created a residuary trust under the terms 
of which one-half of the trust income 
was given to each of two daughters of 
testatrix for life or until marriage. Up- 
on the marriage or death of both daugh- 
ters the trustee was to divide the trust 
property absolutely and in fee equally 
among five children, the descendants of 
any who may die before the time of 
division to take the share of their de- 
ceased parents. Testatrix declared her 
intention to be that her daughters would 
have the whole of the net income as 
long as they live and are unmarried and 
upon the marriage or death of one the 
whole shall be paid to the other until 
her marriage or death and then the en- 
tire property shall be divided among the 
testatrix’s children and their descend- 
ants. 

Four of the five children of the testa- 
trix died without issue prior to the time 
of distribution. The last survivor died 
in 1958. Appellant is the sole surviving 
child of the last survivor and the trustee 
was requested to make final distribution 
under the terms of the trust. The trustee 
petitioned for instructions alleging that 
it was unable to determine whether the 
entire estate should pass to appellant 
as the sole surviving descendant of the 
testatrix or whether each of the five 
children had a vested remainder in fee 
in one-fifth of the trust estate subject 
to being divested only upon his or her 
death leaving issue prior to the termina- 
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tion of the life estate. The District Court 
held against the sole surviving descend- 
ant. 


HELD: Affirmed. The will designated 
an intent to vest each of the five children 
with an equal share of the residue ‘“ab- 
solutely and in fee” subject only to the 
life estates of the daughters on the terms 
described and subject to being divested 
only if they predeceased the living ten- 
ants and were survived by issue. 


WILLS — Construction — Remainder 


Went to Heirs as of Death of Testa- 
tor 


Pennsylvania—Supreme Court 


Heaton Estate, 404 Pa. 360. 


Testator died in 1900 leaving a will 
dated the same year in which he estab- 
lished a trust to pay one-half the income 
to his son for life and one-half to his 
daughter for life. After their deaths, 
their share of the income was to be paid 
to their respective children, naming them. 
After the deaths of these grandchildren, 
the principal from which they had been 
receiving or entitled to receive the in- 
come was to be paid to their surviving 
issue per stirpes. If any grandchild 
should die without issue, the income of 
that grandchild was to be paid to his 
brothers and sisters or their issue and 
failing such brothers and sisters or their 
issue to the testator’s next of kin “under 
the intestate laws .... in force at the 
time of this writing.” 

His son, Augustus, and daughter, 
Rosalie, survived him. Augustus died in 
1930 survived by three children, — Au- 
gustus, who died in 1936 without issue, 
Harry, who died in 1933 survived by 
three children, and Perry, who died in 
1954 without issue. At Perry’s death the 
principal of the share of Augustus, the 
son, was distributed to Harry’s three 
children. Rosalie died in 1919 survived 
by a child, Ferrars, who died without 
issue in 1958. His personal representative 
claimed half the principal of his trust 
and the lower Court awarded half to 
her, and half to the children of Harry. 
The children of Harry appealed. 


HELD: Affirmed. The share of a 
grandchild dying without issue and with- 
out brothers and sisters is not given to 
the trust for the other line, it does not 
augment the share of any other benefici- 
ary and is not given to survivors—it is 
given to the next of kin under the in- 
testate laws at the time of writing the 
will. While it is unusual to provide that 
in case of total failure of one line, the 
gift to that line should go back to the 
next of kin in 1900 and then descend 
through them to wives and others outside 
testator’s blood line, nevertheless, a testa- 
tor may leave his estate as he pleases 
as long as he does not violate the law 
or public policy. The provision clearly 
requires determination of the next of kin 


as of 1900 rather than at the death of 
the income beneficiary. The next of kin 
in 1900 were testator’s two children, 
Augustus and Rosalie. 


WILLs — Construction — When Es- 
tate Became Vested 


South Carolina—Supreme Court 


Leathers v. Leathers, 121 S.E. 2d 354, 


Under a testamentary trust created 
by the will of the father with two sons 
as the beneficiaries, the first son was to 
hold the estate in trust until he reached 
age 30 when the trust estate was to be 
divided into two equal parts, one part 
to be transferred immediately to the son 
named as trustee, free of all trusts, and 
the other part to be held for the use 
and benefit of the other son until he, in 
the judgment of the trustee and two 
business friends, was sufficiently capable 
of managing the estate. The will con- 
tained a further provision that “should 
either of my sons die before the time 
for the distribution of my estate as 
hereinabove fixed,” the share should go 
to the child, children or widow, if any, 
and if none, then 
brother. 

The question for determination was 
whether the first son and trustee had 
any contingent interest in the undis- 
tributed portion of the trust fund, i.e, 
that going to the second son. 


HELD: The first son has no interest, 
contingent or otherwise, in the trust 
estate going to the second son. The “time 
for the distribution of my estate as 
hereinabove fixed” referred to the first 
contingency named, i.e., when the first 
son reached 30 and thereafter each of 
the trust estates vested. The uncertain 
time when the corpus was to be turned 
over to the second son was not the time 
of distribution contemplated by the testa- 
tor. The intention of the testator was to 
give equal interests to both sons, the only 
difference being that the time for the 
delivery of the corpus to the second son 
was contingent upon his reaching a state 
of maturity when he was capable of 
handling it, in the judgment of the 
trustee and the two friends named in 
the will. 


to the surviving 


WILLs — Contractual — Contract to 
Make Will Incorporated by Refer- 
ence 


California—District Court of Appeal 


Estate of Smith, 196 A.C.A. 621 (Oct. 30, 
1961). 


- 


Decedent entered into a contract with 
a nephew, Clinton, providing for his 
management of certain real property and 
that decedent would “bequeath” the prop- 
erty to him by will, he agreeing that he 
would make a will leaving the property 
to his six brothers or their issue. Dece- 
dent’s will gave the property to Clinton, 
a codicil stating that the property was 
left to Clinton to enable him to comply 





with % 
cedent 
ship, | 
to Cli 
intere: 
the pr 
corda! 


HE 
corpo! 
ment 

was n 
of the 
sitting 
make 











AY 


al 


~ ‘V mv 


with the agreement between him and de- 
cedent. On a petition to determine heir- 
ship, the court distributed the property 
to Clinton as trustee for all parties in 
interest with the right to a life estate in 
the property, with remainder over in ac- 
cordance with the agreement, 


HELD: Affirmed. The contract was in- 
corporated by reference. The establish- 
ment of the trust by the court’s order 
was necessary to carry out the provisions 
of the will and the agreement. The court 
sitting in probate had jurisdiction to 
make the distribution which it decreed. 


WILLs — Probate — Copy of Will Ad- 
mitted on Ground of Destruction of 
Original 


= * 


Indiana—Appellate Court 
Cope v. Lynch, 176 N.E. 2d 897. 


Cope executed his will on June 21, 
1956. Some time later in 1956, he drew 
a codicil witnessed by neighbors. Subse- 
quent to the execution of this codicil, 
Cope asked one of his nieces to deposit 
his will and codicil in a safe deposit 
box rented for that purpose. The will 
as altered by the codicil provided that 
the appellant, the only heir, would take 
one half of Cope’s personal property, a 
portion of his real property and one 
ninth of his residual estate. 
Cope became ill in January of 1957, 
and went to live with a niece and her 
-husband in Kentucky. Some time in Jan- 
uary, 1957, Cope wrote asking that his 
will be sent to him in order that he 
might make a minor change. The will 
was mailed to him on February 3, 1957. 
From that time until his death the will 
was kept with his other belongings in 
a closet attached to the room where he 
was confined to his bed. Prior to going 
to the hospital where he died, Cope told 
his niece that it looked as if he were 
not going to be able to change his will. 
Upon his death the will could not be 
found. There was some evidence of the 
destruction of “papers” on one occasion 
when the appellant was visiting his 
father. The appellant also admitted pos- 
sessing a torn strip of paper which con- 
tained the beneficiaries’ names and their 
tespective shares, but appellant stated 
that he destroyed the paper not realizing 
that it might have been a part of the 
will of the deceased. One witness did 
testify, however, that previous to the 
deceased going to live with his niece, 
Cope had told him he was going to de- 
stroy his will. 
This action was brought by the ap- 
pellees to establish in probate an exact 
topy of the lost will on the ground that 
the original will had been destroyed dur- 
ing the lifetime of the deceased without 
tis knowledge or consent. 










HELD: Affirmed. The evidence con- 
‘idered by the lower court was _ suffi- 
nent to sustain appellees’ contention 
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that the will of the deceased was de- 
stroyed by a party other than the de- 
ceased without the knowledge or consent 
of the deceased. Section 6-506, Burns 
Indiana Statutes, 1953 Replacement per- 
taining to the destruction of a will by the 
testator must be strictly construed. 
“. . to effectuate a revocation thereun- 
der, there must be an intention to revoke 
coupled with an act manifesting that in- 
tention.” The lower court could have 
reasonably inferred that the deceased 
was too weak and physically infirm to 
have been in actual custody and control 
of his will. 


WILLs — Probate — Legatees under 
Will Being Contested Held Without 
Standing to Attack Deeds of Testa- 
tor — Assets of Estate Impounded 
Pending Will Contest 


Tennessee—Court of Appeals (Western Section) 


Crippled Children’s Hospital School v. Camatsos, 
349 S.W. 2d 178. 


Decedent was a naturalized citizen of 
the United States. In 1956, prior to re- 
turning to his native country for a visit, 
he executed a will making a detailed dis- 
position of his estate. While abroad he 
executed deeds to two valuable pieces of 
real estate, comprising a substantial part 
of his estate. Shortly after executing 
these documents he died, and the deeds 
were recorded after his death. 


Thereafter the will of decedent was 
offered for probate, but the grantee of 
the deeds, who was the widow of de- 
cedent, contested the validity of the will. 
Subsequently, the executor named in the 
will and certain legatees under the will 
filed proceedings to set aside the two 
deeds referred to and seeking to enjoin 
the grantee from disposing of the real 
estate or the rental thereof. The Chancel- 
lor granted the relief sought. 


HELD: Reversed. The executor and 
the prospective legatees of a contested 
will have no standing to file the suit. If 
the contest is successful, they will have 
no interest whatever in the real estate 
involved. If the contest is unsuccessful, 
then the executor and the legatees will 
be in position to claim title to the assets 
of the estate and may bring such pro- 
ceedings as may be necessary for that 
purpose, 


However, since the widow is a non- 
resident of the United States, the assets 
involved should be impounded pending 
the outcome of the will contest, and a 
receiver or administrator ad litem should 
be appointed for the purpose. Attorneys’ 
fees and expenses should not be allowed 
until termination of the litigation. 


A AA 

e New England Merchants National 
Bank of Boston has adopted a new policy 
of financial support for educational in- 
stitutions in its area with a first grant 
of $25,000 to Massachusetts Institute of 
Technology. The bank’s donation brought 
from Dr. James R. Killian Jr., chair- 
man of the MIT Corporation, the follow- 
ing remark: “The significance of this 
policy is apparent to everyone concerned 
about the needs of education today. I 
wish to express gratitude, not only for 
MIT but also on behalf of all private 
educational institutions, which depend in- 
creasingly upon the business community 
for financial aid. 


A A A 


e Equitable Trust Co., Baltimore, Md., 
has announced establishment of a collec- 
tive Investment Trust for Employee 
Benefit Plans. For qualified pension and 
profit-sharing trusts it offers separate 
fixed income and common stock funds 
providing each company with a flexible 
arrangement that can be adapted to its 
own needs. 
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Greater Government Involvement in inergy 
Business Noted—Robert Resor—545 
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Uniform and Model Legislation—George C. Bar- 
clay—348: Review of Uniform Laws En- 
acted in ’61—1150 


LIFE INSURANCE RELATIONS 


The Life Underwriter and the Trust Officer— 
Planning Former’s Estate One Step in Rap- 
port—Charles E. Gaines—1176 

Two Sides of Every Coin—Case History in Un- 
derwriter-Trust Officer Collaboration—David 
C. Taylor—106 


LIFE TENANT & REMAINDERMAN 
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Panel at Mid-Winter Trust Conference—239 


A Lawyer’s Challenge on Trustee Management 
of Family Businesses— Benjamin M. Beckey— 
506 


Brainduster Conference—Successful Program 
for Germination of Ideas—O. Kenneth Cooper 
—252 

Reading of the Trust Barometer—Thomas , 
Beacom—1116 


Solutions to Small Trust Department Problems 
—LeRoy A. Glasner, Jr.—1184 

Trust Operations and Administration—George 
C. Barclay—Monthly : 


Agency Participation in Common Trust Fund 
in New Zealand—60 

Retroactive Rules for Allocation of Stock Dis. 
tributions—132 

The Mayo Case: Deviation from Investment 
Restrictions—255 ; Microfilmed Records; 
Record and Check System—256, 257 

Uniform and Model Legislation—348 


Prudent Man Rule Developments (N.Y., N.J., 
Pa.)—459 


Revised Uniform Principal and Income Act 
—567 & 644; Review of ’61—1150 
Trust Department Income and Expenses—734 


Pennsylvania Rule of Apportionment Abol- 
ished—818 


Can Capital Gains Taxes Be Charged to In- 
come Account ?—1059 


NEW BUSINESS 


Acceptance of Employee Trusts—Specific Areas 
for Adoption of Policies—C. W. Hastings, Jr. 
—693 

Cost Viewpoint in Acceptance of Trust Business 
—wW. L. Simpson—96 

Development of Corporate Trust Business—Ray 
F. Myers—234 

Longer Life Expectancy Opens New Needs for 
Trustee Aids—Merryle Stanley Rukeyser—117 

On the Publicity Front—Monthly 

Promotional Programs Exhibited at Canadian 
Trust Conference—423 

Reading of the Trust Barometer—Thomas H. 
Beacom—1116 

Some Factors Affecting New Business in the 
Sixties—Arthur S. Carruthers—699 

The Managing Agency—C. M. Bliss—1173 


ORGANIZATION & PERSONNEL 
Automation and Personnel Trainisg—Wilfred 
C. Andrews, Jr.—706 
Estate Planning Aspects of Employee Steck Op- 
tions—Edward J. Hawkins, Jr.—516 
Women’s Advisory Committees—61 


PENSION & PROFIT SHARING TRUSTS 

Acceptance of Employee Trusts—Specific Areas 
for Adoption of Policies—C. W. Hastings, Jr. 
—693 

Administration of Employee Benefit Trusts by 
Small Trust Departments—Eugene F. Hart— 
521 

Comparison of Principal Provisions of Various 
Versions of H.R. 10 (Keogh Self-Retirement 
Bill)—649 

Current Pension and Profit-Sharing Problems 
with Reference to Source Material by Internal 
Revenue Service—56 

Digest—Hilary L. Seal—Monthly: 
Two Research Studics cn Medical Care for 

Aged—Beneficiary Protection—54 
81 Attorneys (3 Others) on Deferred Com- 
pensation—134 

British Pension Consumer Guide—260 
Figures Do Not Lie—368 
Canada’s Pension Problems—461 
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IR: Study of Executive Retirement—570 


Th: Cost of Lump-Sum-in-Service Death 
\sonefits—647 
50 Widows’ Pension Qualify—-731 


Or turio’s Ptnsion Benefits Bill—816 
Pension Planning Restricted to Attorneys ; 
1:sLS Industrial Relations Studies—981 
Unauthorized Practice of the Law in Pension 
lanning—1062 
Th: Pension Business—Review of Book ‘‘De- 
cision and Influence Processes in Private 
?ension Plans’’—1178 
Honcring Pension Promises—New Retirement 
Practices Needed to Control Costs and Achieve 
Objectives—James L. Clare—773 
Investment and Administration of Pension and 
Profit-Sharing Trusts—Panel at Mid-Winter 
Trust Conference—231 
New Self-Employed Pension Bill py Keogh—131 
New York Employee Benefit Trust Schcol—1151 
Pension and Profit-Sharing Trusts—Committee 


Report—William J. Nolan, Jr.—897 
Pensions for the Self-Employed—Passage of 
1 New H.R. 10 Indicated—Eugene J. Keogh— 
175 
Pension Trust Business Potential—J. W. Sat- 
terthwaite—807 


Pooled Pension Funds over $600 Million Mark 
—T&E Survey—630 

Security of Pension Expectations—Guiding 
Principles for Enhancement of Benefit Assur- 
ance—Dr. Dan M. McGill—8 

Trends in Retirement Trusts in the Southeast 
Area—Guy Faulk, Jr.—560 

Trusteed Pension Funds Accelerate Rise (S.E.C. 
Report )—437 

Variability of Annual Contributions—Compari- 
son of Pension and Profit-Sharing Plans— 
David C. Rothman—302 

Why A Qualified Plan? 
“Do-It-Yourself”’ 
J. W. Cocke—558 


Dangers Inherent in 
Deferred Compensation 


PERPETUITIES (including Accumulations) 

Gift of Trust Corpus Deemed Vested at Time 
Beneficiary Commences to Receive Income of 
Trust—N.J.—281 

Remainder Vested at Death of Testator Subject 
to Opening Up for After-Born Issue—N.C.— 
990 

Rule Not Violated by Trust Extending Beyond 
Period Where Interest Vested Timely—S.C.— 


488 
Trust of Business Stock Violated Gross Period 
—Ore.—1087 


POWERS OF APPOINTMENT 

Residuary Clause Exercised Power Where Ap- 
pointive Property was not Otherwise Validly 
Appointed by Will—N.Y.—990 


: POWERS 
Limitations 


A Fiduciary’s Powers and the Marital Deduc- 
tion—A. James Casner—247 

Court May Not Refuse Confirmation on Sale of 
Trust Property Because of Higher Bid—Wis. 
~157 

Exculpatory Provision that Trustee Might Take 
Advice of Counsel Without Liability Upheld 
—Mass.—846 

Exercise of Discretion—Judicial Guidance One 
of Four Suggested Protections for Fiduciary 

René A. Wormser—777 

Trustee and Beneficiary Powers—Guide to Dis- 
cretionary and Appointive Powers Governing 
Present and Future Enjoyment—Edward C. 
Halbach, Jr.—610 

Trustee’s Determination of Income and Princi- 
pal Upheld by Court—Cal.—675 

Power to Sell and Lease Does Not Include Pow- 
er to Grant an Option—Ga.—377 

Reserved Power to Lease Does Not Pass to 
Grantor’s Heirs—Tex.—282 





DECEMBER 1961 


Trustee’s Determination of Income and Princi- 
pal Upheld by Court—Cal.— 86 


PUBLIC RELATIONS 


Personal Affairs Month Celebrates Fifth Birth- 
day—500 


Your Image is of Your Choice 
—218 


William B. Hall 


REAL PROPERTY (including Mortgages) 
Burden of Proof of Undue Influence on Dece- 
dent in Executing Conveyance—Conn.—86 
Devise Effective Notwithstanding Violation of 
Existing Zoning Laws—N.J.—675 

Future of Real Estate Investment Trusts Hinges 
on Able Management— Kurt F. Flexner—542 

Natural Lands Trust Set Up—540 

Real Estate Investment Trusts: Characteristics 
and Opportunities—Irving M. Grant—766 & 
Correspondence 1081; Origins and Prospects 
—John H. Gardiner—614 


Sale of Land for Partition Authorized Without 
Consent of Widow—Tenn.—676 


REGULATION & SUPERVISION 


What the Trust Officer Should Expect from the 
Trust Examiner—William Matthews—1156 


REVOCATION & TERMINATION 


Deletions and Interlineatons Ineffective—Will 
Admitted as Originally Written—Ore.—990 


Destruction of Testamentary Trust before Ex- 
piration of Term Denied—U.S.—676 


Revoked Will not Revived by Instrument not 
Subject to Probate—Va.—847 


Trust Partially Terminated for Failure of Pur- 
pose—Pa.— 991 


Will Destroyed in Bombing Raid Entitled to 
Probate Despite Testator’s Knowledge of De- 
struction—N.Y.—747 


SCIENCE & ENGINEERING DEVELOPMENTS 


Concrete—E. Lawrence Chandler—792; Fuel 
Cells—Walter E. Lobo—1048 


SPENDTHRIFT TRUSTS 


Assignment of Portion of Income Valid Under 
Later Statute—Del.—489 


SPOUSE’S RIGHTS 

Amendments to Trust After Law Gave Widow 
Right of Election—Pa.—595 

Ante-Nuptial Agreement on Widow—Compro- 
mise Agreement by Executor Improper— 
Mass.—157 

Award of $15,000 for a Widow’s Allowance in 
Estate of $278,500 Held Excessive—Mass.— 
595 

Strict Compliance with Statutory Requirements 
for Election Against Will—N.Y.—378 

The Widow’s Election—Drafting and Tax Con- 
siderations in Community and Common Law 
States—Harold G. Wren—13 & 108 


STATISTICS 
Trust Funds 


Annual Bank Reports Show Further Growth in 
Trust Business—103, 258, 360, 361, 429 (Can- 
ada) ; 469, 584 


Assets in Personal Trust Accounts Top $62 
Billion in 1960—852 

National Bank Trusts Now $73 Billion—1004 

State Personal Trust Assets $27 Billion—998 


Trust Business in Hawaii—Gilbert T. Stephen- 


son—73 
Volume of Estate, Trust & Agency Funds Ad- 


ministered by Canadian Trust Companies 
389 


TAXATION 
Estate & Inheritance 


A Fiduciary’s Powers and the Marital Deduction 
—A. James Casner—247 

Current Canadian Tax Questions: Charitable 
Deduction, Real Estate Lien, Reassessment— 
W. I. Linton—416 

Death Benefit to Widow Under Profit-Sharing 
Plan Taxable under State Law—Me.—595 

Domiciliary State may not Impose on Currency 
in Safe Deposit Box Outside of Domicile— 


U.S.—158 
Estate Tax Apportionment—Stay of Trust Ac- 
counting Proceeding Pending Domiciliary 


Will Construction—N.Y.—1199 

Filing of Notice to Elect Optional Valuation 
Date was Mandatory—Colo.—158 

Tax on Appointed Property Payable Out of Gen- 
eral Estate Although Estate is Rendered In- 
sufficient to Pay Legacies—Mass.—86 

Final Regulations on Installment Estate Tax— 
R. H. Kalish—91 

Joint Bonds and Bank Accounts Established 
Within Two Years of Death Taxable in Full— 
One-Half Thereof Subject to Tax When 
Transfer Occurs Prior to Two Years—Wis.— 
282 

Liquor License has Taxable Value—Pa.—489 

New Estate Tax Convention with Canada—R. A. 
Knighton—410 X 

One-Half of Employee Death Benefits Exempt 
as Community Property—Colo.—282 

Pennsylvania’s New Inheritance and Estate Tax 
Act—E. C. Shapley Highley—840 

Remainder Subject to Invasion by Life Tenant 
is Taxable to Latter—Ohio—1200 

Stock Valued at Higher Than Market—Pa.—489 

Taxability of Charitable Remainder Determined 
by Law at Testator’s Death—Pa.—748 

Valuation of Closely Held Stocks—C. J. Schwin- 
gle—555 

Widow’s Elective Share not Liable for Estate 
Tax—Mo.—990 





General 
A Catalogue of Tax Effects of Corporate Pay- 
ments to Widows—Kenneth W. Hufford—831 
Federal Tax Notes—Samuel J. 
Monthly 
Register’s Fee for Settling and Adjusting Ex- 
ecutor’s Account Held to be Tax but Constitu- 
tional—Del.—847 
Tax Dangers in Beneficiary’s Right to Invade 
Trust—Leslie T. Jones, Jr.—145 
Tax Effects of Will Contests and Compromises 
—Charles N. Schenck, III—268 & 340 
Tax Shadows of the Sixties—Highlights of Es- 
tate and Trust Income Tax Proposals—Dur- 
wood L. Alkire—696 
Gift 
To Give is to Hold—Factors in Selecting Gift 
Property—Bruce G. Bixler—1102 


Foosaner— 


Income 
Short Term and Other Income Tax Savings 
Paul F. Schwaighart, Jr.—487 
Taxation of Income Withheld Because of Doubt 
as to Beneficiary’s Identity—-Carter T. Lou- 


than—477 
es 
WILLS 
Construction 


Adopted Child Not “‘Heir’’ Within Limitation 
Over if Life Tenant Dies ‘‘Without Heirs’’— 
Va.—378 
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Bequest to Wife and ‘‘Her Heirs’’ Lapsed on 
Her Prior Death—Mich.—1200 

“Birth” of Child Included Adoption—Wis.—378 

Beneficiary of Trust Fund Established in Codi- 
cil Entitled to Increments—W. Va.—1087 

Codicil to “Take Precedence’? Over Clause in 
Will Does Not Mean to Revoke It—R.I.—676 

Comma Made Differencein Quantum of Devise— 
Cal.—490 

Conditional Bequest not Conducive to Murder or 
Divorece—Pa.—847 

Contingent Remainder Passed to Heirs as of 
Testator’s Death—Tex.—282 

Court Reformed Percentages Stated in Will— 
Pa.—595 

Court Will Grant Declaratory Judgment While 
Life Tenant is Living—Pa.—676 

Court Would Not Rule on Hypothetical Distri- 
bution Question—Fla.—748 

Devise Held Subject to Charge in Favor of 
Residuary Heirs—Wyo.—596 

Devise of Motel Property Included Adjoining 
Lots Under Contract of Purchase at Date of 
Decedent’s Death—N.J.—596 

Devise of Real Property to Widow ‘For Her 
Comfort and Maintenance’”’ Passed Fee Inter- 
est—Del.—596 

Devise so Long as Widow Remained Single Cre- 
ated Determinable Fee—Tex.—748 

Devise to Widow ‘‘For Her Comfort and Main- 
tenance” Held to Pass Fee Interest—Del.— 
158 

Devises Created Fee Simple in Property Which 
Lapsed Predeceased Testator—Col.—676 

Distribution of Income and Principal—Rule 
Against Perpetuities—Unexercised Power— 
Me.—991 

Double Survivorship Not Required for Vesting 
of Remainder—Tex.—748 

Effect of Bequest of Bonds in Dollar Amount— 
Ky.—1201 

Gift to Class Not Closed Upon Testator’s Death 
Where Will Evidence Intention to Include All 
Persons—N.J.—378 

Heirs Determined as of Death of Life Tenant 
under Law of Testator’s Domicile Rather 
Than of Trust Administration—Mass.—749 

Inconsistent Disposition by Codicil as Imposing 
Condition on Gift Which was Unconditional 
and Absolute Under Original Will—Nev.— 
749 

Interests—Vested and Contingent—-Cal.—86 

Interpretation of Clause Permitting Principal 
Payments—Neb.—597 

In Terrorem Clause is Void Without Express 
Limitation Over—Ga.—1088 

Legacy Referring to Bond Not Specifie or 
Adeemed—Pa.— 378 

“Living Lineal Heirs’? Determined as of Death 
of Last Beneficiary—Legitimated Grandchil- 
dren Included—R.I.—1088 

Meaning of ‘“‘In Case of Death’’—S.C.—1201 

Meaning of ‘“‘Personalty’”—Md.—1201 

Nephew by “Common Law Adoption’ Entitled 
to Trust Remainder as “Descendant” of 
Brother—Minn.—159 

Principal to be Distributed to Heirs Determined 
as of Testator, Not Life Tenant—Del.—1088 

Reference to Children of Stated Couple Ex- 
cludes Child of Different Marriage—Tex.—991 

Remainder Held Vested—Kans.—1089; U.S.— 
1201 

Remainder Went to Heirs as of Death of Testa- 
tor—Pa.—1202 

Remaindermen Who Predeceased Life Benefici- 
ary Did Not Have Vested Estate—Wash.— 
1089 

Reversionary Interest Devised to Trustee 
Passed as Intestate Property on Death of Life 
Tenant—Mass.—159 

Rule in Shelley’s Case Applies Only When Heirs 
Intended—Il1.—490 

Survivorship Required for Vesting of Principal 
—Pa.—677 

Unambiguous Decree of Distribution Barred 
Reconsideration of Language of Will—Wis.— 
677 

Undisposed of Residue Distributed Among 
Named Legatees—Pa.—677 

When Estate Became Vested—S.C.—1202 

Where Beneficiary Died Without Issue After 
Death of Life Tenant, Fund Went to His Ex- 
ecutor—Mass.—379 

Where Remainder Fails, Reversion Vests in 
Heirs as of Death of Testator—Ga.—597 


Contractual, Joint & Mutual 


Contract to Make Will Incorporated by Refer- 
ence—Cal.-—1202 


1208 


Enforceable by Beneficiary—Fla.—87 

Enforceability of Agreement to Devise—Cal.— 
490 

Evidence Established Contract to Make Joint 
Will—Fla.—749 

Evidence Required to Prove Joint Will 
159 

Examination of Adverse Parties before Trial of 
Will Contest—Wis.—992 

Husband’s Agreement to Make Bequest to Wife 
in Consideration of Her Waiver of Rights 
Against His Estate Discharged upon Prior 
Death of Wife—Wash.—991 

Husband’s Heirs Took on Death of Surviving 
Mate—Iowa—490 

Instrument Not Binding on Survivor Without 
Proof of Contract—Ia.—379 

Later Will Revoked Mutual Instrument-——Fla.— 
1089 

Probate Court has no Jurisdiction to Construe 
Joint Will as Contract not to Revoke—TIll.— 
282 

Specific Performance Granted to Contractual 
Devisee under Mutual Wills—Mich.—159 


Probate 


Codicil Revived Revoked Will—Tex.— 379 

Consequences of Holographic Will Where Tes- 
tator Moves—Cal.—598 

Copy of Will Admitted on Ground of Destruc- 
tion of Original—Ind.—1203 

Document Rejected on Accounting—Pa.—491 

Evidence as to Competency Warranted Jury 
Trial—Pa.—283 

Executor of Admitted Will has Right to Oppose 
Probate of Later Will—Cal.—678 

Heirs Disinherited Under Prior Will Not Barred 
from Contesting Later Will—Mich.—380 

Heirs May Agree to Dispense with Administra- 
tion of Estate—Ore.—159 

Instrument Denied Probate Where Witnesses 
Were Not Preesnt at Signing by Mark—Pa.— 
87 

Legatees under Will Being Contested Held 
Without Standing to Attack Deeds of Testa- 
tor—Assets of Estate Impounded Pending 
Will Contest—Tenn.—1203 

Letter Designating Executrix Could Make 
Document Testamentary—Cal.—848 

Letter Designating Executrix Did Not Make 
Documentary Testamentary—Cal.—283 

Misunderstanding of Codicil’s Meaning Not 
Ground for Denying Probate—Fla.—848 

Named Executor Entitled to Resist Contest— 
Cal.—598 

No Undue Influence Found Where Lawyer was 
Beneficiary—Nev.—491 

Paralytic’s Will Executed by Mark Upheld— 
Mich.—160 

Preparation by Associate of Lawyer-Benefici- 
ary—Slight Evidence Sufficient to Shift Bur- 
den of Proof on Undue Influence Issue—Ariz. 
—87 

Purchaser from Heir Entitled to Priority Over 
Beneficiaries of Unprobated Will—Tenn.—678 

Republication of Will by Second Colicil Does 
Not Revoke Appointment of Executor Made 
by Prior Codicil—491 

Revoked Will Incorporated by Reference— Wis. 
—992 

Tax Effects of Will Contests and Cempromises— 
Charles N. Schenck, ITI—268 & 340 

The Case of the “Fractured Will” —856 

Two Not Inconsistent Documents Admitted— 
Colo.—283 

Will Contest Procedures—Panel—940 

Witness Need Not Actually See Signing of Will 
—N. Mex.—88 


N.M. 


Prominent 
Wills of the Month: George Arents, Dr. Ralnh 
Falk, Walter R. G. Baker—80; Joseph D. 
Stockton, Winthrop H. Smith, Thomas E. At- 


kinson—156 ; August Kochs, N. Penrose Hal- * 


lowell—271 ; Alfred C. Gilbert, Frank J. Lew- 
is, Gertrude Hill Gavin, Walter F. Brown— 
372; William E. Hall, Gilbert H. Montague, 
Henry G. Lord, Leon O. Head, Samuel Gale, 
William H. Ward—480 ; Henry Seidel Canby, 
Carmel Snow—592; Dr. Louis McDonald Orr 
—812; Joseph R. Grundy—733; Sewell L. 
Avery, Edwin De Witt Dickinson—750; Ty 
Cobb, Ernest Hemingway, Dr. Walter L. Bier- 
ring, Dr. Edgar V. Allen, Williard T. Cheva- 
lier—833; Hiland G.,Batcheller—812; Ham- 
mond B. Nicholson, Alfred Van Santvoord 
Oleott, Chester I. Barnard, George Vander- 
bilt, Emila DeApezteguia Tiffany, Howard 
Bruce—1078 ; William Hansel Bell, Katherine 
G. Benedict, Harold F. Temple, Leo A. Car- 
rillo & Charles E. Wilson—1194; Harry M. 
Miller, Eunice Dane, Theophil H. Mueller— 
1197 





AUTHOR INDEX 
(Original articles and major addresses ) 
Alkire, Durwood L.—Tax Shadows of the Sixties 
696 


Andrews, Wilfred C. Jr.—Autcmation and Person- 
nel Training—706 

Bachrach, Michael D.—Accountant’s Role in Initiat- 
ing Estate Planning—100; Imaginary Estate of 
Joseph Cluny—1106 

Ballam, Samuel H. Jr.—Philadelphia Renascence— 
23 

Barclay, George C.—Trust Operaticns and Adminis. 
- tration— Monthly 

Beacom, Thomas H.—Reading of the Trust Barom- 
eter—1116 

Becker, Benjamin M.—A Lawyer's Challenge on 
Trustee Management of Family Businesses—50¢ 

Bimson, Carl A.—Role of Trust Operations in Com- 
mercial Banking—215 

Bliss, C. M.—The Managing Agency—1173 


Brennan, Peter J.—Trustee and Investment Ad- 
viser—243 


Bright, Alice M.—Fees & Commissions in Probate — 


Proceedings—Bar Committee Report—879 

Buek, Charles W.—Service and Convenience Keys 
to Equity Selection in ’60s—711 

Burford, Albert L. Jr.—How to Dispose of Insur- 
ance Owned by Wife on Husband—1014 


Caron, William J.—How CPA’s Can Contribute to 
Estate and Tax Planning—306 

Carruthers, Arthur S.—Some Factors Affecting New 
Business in the Sixties—699 

Cavitch, Zolman—Preferred Stock Issuance as Solu- 
tion to Estate Planning Problems—393 

Casner, A. James—A Fiduciary’s Powers and the 
Marital Deduction—247 

Champion, George—Taxes and Government Debt 
Must Be Reduced—1043 


Chandler, E. Lawrence—Science Engineering Devel- 
opments—Concrete—792 


Clare, James L.—Honoring Pension Promises—773 
Cocke, J. W.—Why a Qualified Plan ?—558 


Cohen, Harris—Executor’s Job: Post Mortem Estate 
Planning—1000 


Collie, Marvin K.—Disposition of Oil & Gas Prop- 
erties Owned by Non-Residents in Community 
Property State—864 


Connors, Rev. Charles—Canon Law and Wills—825 

Cooper, O. Kenneth—Brainduster Conference—252 

Coutts, Elgin E.—Taking Instructions in a Will— 
423 


Duncan, Robert R.—Trustee Dilemma—533 

Eber, Victor I.—Professional Service Corporations 
—758 

Faulk, Guy Jr.—Trends in Retirement Trusts in the 
Southeast Area—560 

Fendig, Albert—Planning Death Benefits for an 
Employee’s Widow—404 

Flexner, Kurt F.—Future of Real Estate Investment 
Trusts—542 

Foosaner, Samuel J.— Federal Tax Notes—Monthly 

Foulke, William G.—The Family Business—606 

Friedman, Joel Irving—New Look 
Trusts—396 


Gaines, Charles E.—The Life Underwriter and the 
Trust Officer—1176 

Gardiner, John H.—Real Estate Investment Trusts 
—614 

Gessner, Lawrence K.—Investment 
Changing Consumption Patterns—961 

Glading, William J.—Nature of and Uses for Key 
Man Insurance—17 

Glasner, LeRoy A. Jr.—Solutions to Small Trust 
Department Problems—1184 

Golden, John R.—Use of Charitable Gifts in Estate 
and Tax Planning—Committee Report—898 

Grant, Irving M.—Real Estate Investment Trusts— 
766 & Correspondence 1081 

Halbach, Edward C. Jr.—Trustee and Beneficiary 
Powers—610 

Hall, William B.—Your Image is of Your Choice 
218 

Hart, Eugene F.—Administration of Employee 
Benefit Trusts by Small Trust Departments—521 

Hastings, C. W. Jr.—Acceptance of Employee 
Trusts—693 

Hawkins, Edward J.—Estate Planning Aspects of 
Employee Stock Options—516 
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Herterich, ‘ ‘arles L.—Small Estates Statutes— 
Committe. Report 886 

dighley, 1. C. Shapley—Pennsylvania’s New In- 
heritance ind Estate Tax Act—840 

fufford, K-neth W.—A Catalogue of Tax Effects 
of Corpo:ate Payments to Widows—831 

jverson, Paul E.—Significant Trust and Probate 
Decisions -Committee Report—948 

Jones, Edwin M.—Six Guideposts for Planning Buy- 
Sell Agreements—298 

Jones, Leslie T.—Tax Dangers in Beneficiary’s 


Right to Invade Trust—145 
Jones, Richard D.— —Trust and Probate Literature— 
Committee Report—957 
Kalb, Harold wi 
chines Impact on Trust Operations 


Electronic Data Processing Ma- 

335 

Kalish, Richard A.—Final Regulations on Install- 
ment Estate Tax—91 


Kelley, E. G._New Rules for Security Transfers 
400 

Keogh, Eugene J.—Pensions for the Self-Employed 
—175 


Killian, James R. Jr.—Innovation—Our Great Fron- 
tier—196 


King, G. H. Jr.—Our New World Position of Eco- 
nomic and Political Responsibility—543 


Knecht, Lawrence G.—Charitable Trusts and Foun- 
dations—895 
Lacovara, P. Philip—Legislation Affecting Trusts 


and Estates—Committee Report—943 


Lamon, Russell—Why A Common Trust Fund for 
Municipal Bonds ?—797 


Landrum, Robert K.—Patterns in Councils—354 


Linton, W. I.—Current Canadian Tax Questions: 
Charitable Deduction, Real Estate Lien, Reassess- 
ment—416 


Lobo, Walter E.—Direct Route to Electric Power: 


Fuel Cells—1048 

Long, Henry Ansbacher—-Mutual Funds Index— 
Monthly 

Louthan, Carter T.—Taxation of Income Withheld 


Because of Doubt as to Beneficiary’s Identity—477 
Matthews, William—What the Trust Officer Should 


McCullough, James A.—Canadian Economy Re- 
sumes Uptrend—411 
McGill, Dan M.—Security of Pension Expectations 


Meese, William G.—Research in Electric Power In- 
dustry—120 

Meses, A. S. Jr.—Estate Planning Lessons from Re- 
cent Tax Cases—345 

Myers, Ray F.—Development of Corporate Trust 
Business—234; Expansion of Corporate Trust 
Services Calls for Proper Fee Schedules—1164 

Nadler, Marcus— 
ments—184 


International Economic Develop- 


Naess, Ragnar D.—Conservation Keynote to Trust 
Investment—1132 


Neill, David M.—Sponsoring Will Drafting Contest 
-267 

Nolan, William J.—Pension and Profit-Sharing 
Trusts—Committee Report—897 

O’Keefe, Robert J.—Automation for Trust Depart- 
ments—221 

Partridge, Daniel IIlI—Simplification of Security 
Transfers by Fiduciaries—Committee Report—891 

Resor, Robert—On the Energy Front—45, 545, 1038, 
1139 

Riehm, J. W.—Charitable Corporation or Trust ?— 
1153 

Robey, T. L.—Increased Research Spurs Growth of 
Natural Gas Industry—448 

Robinson, Charles C.—Estate Side of Life Insurance 
—Monthly 

Rothman, David C.—Variability of Annual Contri- 
butions—302 

Rukeyser, Merryle Stanley—Economic Tides Be- 
neath the Market—Monthly 


Schwaighart, Paul F. Jr.—Short Term and Other 
Income Tax Savings—487 

Schwarz, Robert F.—Hidden Dangers in Standard 
Testamentary Clauses—-Committee Report—915 


Seal, Hilary—Pension and Profit Sharing Digest— 
Monthly 


Schenck, Charles N., I1I—Tax Effects of Will Con- 
tests and Compromises—268 & 340 


Schwingle, C. J.—Valuation of Closely Held Stocks 


_— 


Scott, Austin W.—Principal or Income 7—180 

Seymour, Whitney North—Broader Opportunities 
for Lawyer-Trustman Collaboration—241 

Simmonds, Albert C. Jr.—A Bank President Takes 
a Look at the Trust Business—563 

Simpson, W. L.—Cost Viewpoint in Acceptance of 
Trust Business—97 

Spence, John W.—Chemicals an Industry on the 
Mend—785 

Stern, Henry L.—Planning Continuation of Accoun- 
tant’s Practice—20 

Stephenson, Gilbert T.—Trust Business in Hawaii 
73 

Stone, Charles I.—Statutory Solution Offered for 
Problems of the Successor Fiduciary—701 


Taylor, David C.—Two Sides of Every Coin—106 
Thompson, T. K.—Financial Stewards and the 
Churches—828 


Trachtman, Joseph—A Credo for Estate Lawyers 
871 & Correspondence 995 

Treman, C. E. Jr.—Relationship With Commercial 
Department—1169 

Vance, Philip W.—Trust Accounting Service with 
Punched Card Prccessing—829 

von Hoene, Rahe H.—Fraud on Spouse’s Rights— 
1186 

Vrionis, George S.—Needless Waste of Cash—Tax 
Savings Through Insurance—762 

Ward, Edward P.—Loans Against Insurance—510 

Wheeler, Henry L. Jr.—New Look at Insurance 
Trusts—396 

Williamson, Adrian—Statutory Powers for Fiduci- 
aries—New Arkansas Law—618 

Wolfe, Joseph H.—Relationship With Beneficiaries 
—1160 

Woolley, Samuel H.—Areas of Probability for Trust 
Investment—188 

Wormser, René A.—The Exercise of Discretion— 


Protections for Fiduciary—777 
Wren, Harold G.—Widow’s Election—14 & 108 
Wren, Paul I.—Trustees Face Changed Business 


Environment in the ’60s—717 


Yarmon, Elliot N.—Real Estate Investment in Can- 
ada—424 
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The Banks and Trust Companies listed below, whose advertising during the past year has also supported the work of 
TRUST AND ESTATES in serving the interests of fiduciaries, are especially qualified to handle trust business in their area 


Birmingham ALABAMA 
Birmingham Trust National Bank 
First National Bank __ 

Mobile 

First National Bank ee 
Merchants National Bank _.. 
Montgomery 

First National Bank - 


Phoenix ARIZONA 


First National Bank of Arizona _ _ 
Valley National Bank 


Los Angeles CALIFORNIA 

United California Bank - 

Citizens National Bank 

Security First National Bank - ‘ 
Title Insurance & Trust Co... - 
Union Bank __.. poe 


San Diego 

First National Trust & Savings Bank 
San Francisco 

Bank of America NT & SA - 

Bank of California, N.A. 


Crocker-Anglo National Bank __ 
Wells Fargo Bank American Trust Co. 


Denver COLORADO 
Colorado National Bank 


Denver United States National Bank 
First National Bank _...- 


Bridgeport CONNECTICUT 
Connecticut National Bank _.. 
Hartford 


Connecticut Bank & Trust Co. 

Hartford National Bank & Trust Co. 

New Haven 

First New Haven National Bank __. 

Second National Bank - 

Union & New Haven Trust Co. 

Stamford 

Fairfield County Trust Co. 

National Bank & Trust Co. of Fairfield County 


Wilmington DELAWARE 
Bank of Delaware 
Delaware Trust Co. _....... 
Wilmington Trust Co. 


Washington DISTRICT OF COLUMBIA 
American Security & Trust Co. __- 
National Savings & Trust Co. _.... 
Riggs National Bank : 


Ft. Lauderdale 
First National Bank 
Jacksonville 
Barnett National Bank . 

Miami 

First National Bank 

Miami Beach 

Miami Beach First National Bank 


FLORIDA 


Tampa 
Exchange National Bank 
Atlanta GEORGIA 


Citizens & Southern National Bank 
First National Bank _ : 

Fulton National Bank =... 
Trust Company of Georgia __. 


Chicago ILLINOIS 


American National Bank & Trust Co. 
Chicago Title & Trust Co. 


Continental Illinois National Bank & Trust Co. _ 


First National Bank  =§ 
Harris Trust & Savings Bank 
Northern Trust Co. __. ; 
Indianapolis INDIANA 
Indiana National Bank 


Des Moines IOWA 
lowa-Des Moines National Bank _ 


Louisville KENTUCKY 
Citizens Fidelity Bank & Trust Co. 
Baltimore MARYLAND 


Equitable Trust Co. 

First National Bank . 
Maryland National Bank - 
Mercantile-Safe Deposit & Trust Co. _ - 


Boston MASSACHUSETTS 
Boston Safe Deposit & Trust Co. 
National Shawmut Bank 
Old Colony Trust Co. a 
State Street Bank & Trust Co. - 
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Cambritge 

Harvard Trust Co. 1185 
Springtield 

Springfield Safe Deposit & Trust Co. 139 
Worcester 

Worcester County National Bank 474 
Bay City MICHIGAN 

Peoples National Bank & Trust Co. 275 
Detroit 

Detroit Bank & Trust Co. 1412 
Manufacturers National Bank 1179 
National Bank of Detroit _. 1063 
Minneapolis MINNESOTA 

First National Bank ; , 932 
Northwestern National Bank Apr. 3rd Cover 
St. Paul 

First Trust Company _.................. - 110 
Jackson MISSISSIPPI 

Deposit Guaranty Bank & Trust Co. - .. 981 
First National Bank - ° scnecses 
Kansas City MISSOURI 

City National Bank & Trust Co. _.. ... L073 
First National Bank aoe 
St. Louis 

Mercantile Trust Co. _. 1166 
St. Louis Union Trust Co. - . Sr 
Reno NEVADA 

First National Bank of Nevada - 1201 
Hackensack NEW JERSEY 

Peoples Trust Company of Bergen County 1188 
Montclair 

Montclair National Bank & Trust Co. . 646 
Morristown 

Trust Company of Morris County 956 
Newark 

Fidelity Union Trust Co. 859 
National Newark & Essex Banking Co. .... 929 
National State Bank _ _ _ 958 
Paterson 

First National Bank of Passaic CO -...1084 
New Jersey Bank & Trust Co. _ “a9 
Plainfield 

Plainfield Trust State National Bank 1076 
Princeton 

Princeton Bank & Trust Co. 949 
Summit 

Summit Trust Co. __. 896 
Albuquerque NEW MEXICO 

Albuquerque National Bank .- 1006 
Binghamton NEW YORK 

Marine Midland Trust Co. of Southern New York~ 1005 
Buffalo 

Marine Trust Co. of Western New York 154 
New York 

OE OE, a ee. 1013 
Bankers Trust Co. 1003 
Brown Brothers Harriman & Co. 1113 


Chase Manhattan Bank - ; 
Chemical Bank New York Trust Co. 1021 
Fiduciary Trust Co. ee 


: set 1073 
First National City Bank - 1119 
Grace National Bank 1026 
Irving Trust Co. 877 
Manufacturers Hanover Trust Co. 1101 
Marine Midland Trust Co. of New York 565 
Meadow Brook National Bank : 1152 
Morgan Guaranty Trust Co. 878 
Uniten graces Trust 0. 999 
Rochester 

Genesee Valley Union Trust Co. ee ae in oe 
Lincoln Rochester Trust Co. fiv7 


Security Trust Co. - 
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Syracuse 
Lincoln National Bank & Trust Co. » . 28 
Marine Midland Trust Co. of Central New York _.. 907 

Watertown 
Northern New York Trust Co. _.. : 358 

Charlotte NORTH CAROLINA 
North Carolina National Bank - 882 
Akron OHIQ 

First National Bank 838 

Cincinnati 
Central Trust Co. 924 
Fifth Third Union Trust Co. 1072 

Cleveland 
- Central National Bank __. 2 846 
I Na ioe a 919 
National City Bank 908 


Columbus 

Ohio National Bank 
Toledo 

Toledo Trust Co. _ 


Oklahoma City OKLAHOMA 
First National Bank & Trust Co. . 


Portland OREGON 


First National Bank of Oegon 
U. S. Watienal Gann 


Philadelphia PENNSYLVANIA 
Fidelity Philadelphia Trust Co. 

First Pennsylvania Banking & Trust Co. 
Girard Trust Corn Exchange Bank 
Provident Tradesmens Bank & Trust Co. 
Pittsburgh 

Mellon National Bank & Trust Co. . 
Pittsburgh National Bank __ - 

Reading 

Berks Vite Insurance Co. 


Providence RHODE ISLAND 
Industrial National Bank 
Rhode Island Hospital Trust Co. 


Chattanooga TENNESSEE 
American National Bank & Trust Co. 
Memphis 

First National Bank as 
Union Planters National Bank - 
Nashville 

Commerce Union Bank 
Third National Bank __. 


Dallas 

First National Bank - bet te, 
Mercantile National Bank __ - 
Republic National Bank 
Fort Worth 

First National Bank - 
Fort Worth National 
Houston 

Bank of the Southwest, N.A. 
First City National Bank 
Houston Bank & Trust Co. 
National Bank of Commerce ___- 


TEXAS 


Bank _ 


Charlottesville VIRGINIA 
Peoples National Bank __ 
Lynchburg 

First National Trust & Savings Bank 
Norfolk 

National Bank of Commerce _ 
Seaboard Citizens National Bank 
Richmond 

Bank of Virginia 

First & Merchants National Bank - ; 
State-Planters Bank of Commerce & Trusts _ 
Roanoke 

First National Exchange Bank ___. 


Seattle WASHINGTON 
National Bank of Commerce _____- 
Seattle-First National Bank 


Charleston WEST VIRGINIA 
Kanawha Valley Bank 
Milwaukee WISCONSIN 
First Wisconsin Trust Co. 


Marine National Exchange Bank _. 
Melbourne AUSTRALIA 
English Scottish & Australian Bank Ltd. 
Nassau BAHAMAS 
Bank of Nova Scotia Trust Co., Ltd. 
Hamilton BERMUDA 
Bank of N. T., Butterfield & Son Ltd. 
Halifax CANADA 
Eason Trust Co. 
London 

Canada Trust Co. 
Montreal 


Administration & Trust Co. 
Montreal Trust Co. _. ’ 
mover Fuet Co; 
Toronto 

Canada Permanent Trust Co. 
Crown Trust Co. 

Guaranty Trust Co. 
National Trust Co. _ 
Toronto General Trusts. ‘Corp. — 
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We haven’t stopped doing our homework 


Where best to invest is a subject that can’t be exhausted 
in a normal 9 to 5 business day. Life for Equitable’s Trust 
Officers and Estate Planning staff would be simplified if 
we could stick to the old facts and figures that were so 
good years ago. 

But the world refuses to stand still. Each daily change 
in the business climate demands a new “‘whether”’ map to 
chart changes in trust portfolios and make sure they are 


not just up to date . . . but ahead of the trend. 

At Equitable Trust, we’ve never stopped going to school. 
Keeping up with our homework is the only way we know 
to be sure that past experience matches current events. 

Whether it is planning an estate, developing a pension 
plan or administering a trust, in Maryland most people 
who know respect the advice of their attorney. Most of the 
time they will say, “put your trust in Equitable Trust.” 


, It’s a pleasure to do business with HQUITABLE TRUST 


, 


Baltimore, Maryland « Member: Federal Deposit Insurance Corporation 








He has your client’s future in hand 


It’s there in his briefcase...a collection of facts and 
figures skillfully interpreted to assure your client the 
future he wants. This is the analytical study the Con- 
necticut General man brings you on his very first visit. 


It contains a complete listing of all your client’s assets 
and needs. Each asset is thoughtfully examined to see 
how it can be made most productive in terms of help- 
ing him reach his goals in life. Any suggestions for 
change are backed by intensive research. Insurance? 
| HILL 
REFERENCE 
LIBRARY 
ST. PAUL 


Only if he honestly believes insurance is needed does. 


the CG man recommend it. 


All the background work has been done and done well 
..xssaving you valuable time. This first meeting may 
prove so profitable to you and your client, you’ll come 
to regard the CG man as a valuable associate. 


Connecticut General Life Insurance Company, Hartford. 


Life... Accident... Health... Group Insurance... 
Pension Plans. 
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